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Dear Friend of Bright Horizons, ll
i

We began with compassion, ambition‘}, and the desire to make a difference
in the lives of Working families. We drew upon a team of passionate, dedicared

experts whose collective talent brought the visicu:1i to life. Although we had high hopes, -

| P
none of us could have imagined just how extraoEdinary the journey would be. a \\\‘\ /
AP
S
! f

|

It has been 20 years since we first made our mark. Alrhough we continue to be a
work in progress, we pause to honor our two decfiades of providing high-quality
education and work/life solutions by reflecting o!ln 20 key events that have positioned
us for success. In the following pages, we invite )':‘rou to look back at these 20 and look
forward to a future brimming with potential ancrlj possibility.




Bright Horizons is founded
in 1986 in Cambridge.
Massachusetts.
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‘When we at Bright Horizons
reflect on the first 20 years,
thousands of reasons to celebrate

come to mind. We experience countless

milestones each day, from a child’s {irst smile,

first step, or first word, to the new yentures that

Crmiadiic

propel us forward as an organization. The day our first KEPemdn

. Brudential[Gentergin]
center opened and the first family to walk through our doors; -
carning our first accreditation fromithe National Association for the Education of Remd) Cgvatn

/\

Young Children; expanding into Edrope; launching the Bright Horizons Foundation | 2
.|.
for Children; seeing our clients named to Working Mother magazine’s list of the “100 ' )

Best Companies for Working Mothers” and FORTUNE magazine’s list of the “Top |

100 Companies to Work For in America” — and being named

iirelfirstichildlcarelcenter
director]EileentSmithiwhol .
CEIRS our as especially momentous. !
planning bylevcncually . |
becomingivicelpresidendod !

Zl}mﬂn

ourselves eight|times — are just a few achievements that stand |
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This year, we branched out even further., We delivered strong bottom-line
results for our shareholders as we continued to grow and improve our margins. Our
family of clients continued to expand, bringing our total to more than 700 in the
United States, the UK, lteland, Canada, and Puerto Rico. We added 49 new centers,
and we now serve more than 69,000 children each day. We are proud ro welcome
new clients such as AllianceBernstein; BlueCross BlueShield of North Carolina; the
Federal Deposit Insurénce Corporation; Jones Lang LaSalle; the Marine Institute in
Ireland; Martha Stewart Living Omnimedia Inc.;
Meonmouth University; The Motion Picture &
Television Fund; Norfolk Southern; and Wilmer
Cutler Pickering Hale and Dorr LLP — new
partners who are committed to providing solutions

for working families.

EirstiBrightlbiorizonschildlcarelcentery
accredited|bylthelNationall/Association}
forgthelEducationloffvoung{Ghitdreny
flodaySwelhavelthelbestlrecozdlof
accreditationlinfoudlindusteyy



Bright Horizons

~  goes public

in 1997
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We introduced the Back-Up Calre Advantage Program, which further .
supports our clients and their ¢employees throughout all of life’s stages.

We offer our clients a nationwide network of emergency child and elder care support. The
network includes hundreds of Bright Hgrizons’ own high-quality child care and early education
centers as well as a select group of quality child care centers that are among the best in every
region of the country. A pool of fully licensed and trained home health care providers who meet
rigorous quality standards care for well apd mildly ill infant through school-age children in the
comfort and security of their own home. In addition, the program offers clients back-up elder
care support, critical to the growing numer of workers facing the challenge of caring for aging

parents while meeting their family and vjork responsibilities.

aunchithelBack;UplGare’Advantage

Program¥providing{organizations
and[theiglemployeeslequitable
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College Coach joined our family, which allows us to
address another critical life stage and extend our range
of services. With College Coach, we are now able to provide college
preparation and counseling to families with college-bound children,
both within the workplace and in the community. The nation’s leading
provider of employer-sponsored college admissions support services, the

company pioneered the concept of assisting employees

and their children through the stressful and
time-consuming process of choosing,
applying to, and getting into the college

of their choice. College Coach also assists

Hiosilthe]

s dBgehd
Hlorizons]

Glient
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employees who wish to advance their own
careers, helping employers maximize their

tuition assistance investment.
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Open our first private elementary

school, Chestnut Hill Academy, in
Bellevue,Washingtor:i, in 1998,

Qur Schools Division now includes

seven schools across the country.




@!I? patnership with parents
bylcreatinglantarrayloffresources such

W M@y
[ReadyifordSchoollmaterials i




Growing at Bright Horizons expands our family resources by

providing a single online destination that is designed to help

parents and children grow|together. From cultivating a love of books

through the Growing Readers Wely site 1o channeling children’s natural curiosity

into scientific inquiry through Growing Scientists; from encouraging healthy habits

on the Staying Healthy site to providing family-friendly educational resources aimed

to help children prepare for success in school, each part of the Growing at Bright

Horizons Web site inspires discov

learning experiences for the entire;family. By supplementing
the family’s experience, this new online resource helps achieve
new heights in quality educational| programming —- a vital

component of our ongoing advancement.

ry, exploration, and quality

Incroducel heWorldlag
[[heigtingecipsiarighbiorizonsy
signacurelprogramliorilearning
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We firmly believe that to grow, we must invest in the growth of
our own employees — the roots of our success. The continuous growth
and development of our workforce ensures that we deliver the highest-quality
educational programming and services to clients, their employees, and their families.
That is why we launched Bright Horizons University (BHU) this year, an online portal
of training sessions, resources, and tools that helps our employees achieve their career
goals. BHU includes The Child Development Associate {(CDA) National Credentialing
Program, which meets all national criteria for early childhood licensing. Offering the
CDA program through BHU supports our employees in their endeavors to earn the
credentials they need to further their careers. BHU also includes 42 online courses,
covering subjects such as communication, financial essentials,

and effective project management. Bright Horizons University

}:[ provides us with the platform to continue to culrivate a

workforce that provides high-quality care and education

(NamedleighyumeslbyEORIUN Elmagazinelas
onelofithemi00]BesdEompaniesitoVorks
ForgwWelbetievelthadbylbeinglanlemployerdof
choicelwelarelpositionedftolhetploudclients]
becomelgreatplacesltolworiy

today and into the future.
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Launch the Bright Horizons HEARTY(Honesty, !
L g

Excellence, Accountability, Respect,‘;‘l’eam
]

and educate children; how
we partner with parents
and clients; and how we

treat each other.







No matter how much v
will always remain grou

mission to make a diffe

lives of children in com'munities

'e expand, we
nded in our

rence in the

where we live and work! Through the

Bright Horizons Foundation for Children, we are able to bring light to children

suffering through the darkest o

Bright Spaces™ — safe, educati

f circumstances. This year, we opened 20 new

onal, stimulating playrooms for homeless children

— bringing the total to 129 across the country. And, we plan to open 40 more

next year. We opened our first
Provan House in Notting Hill.

and England.

Bright Space in Europe, in London at Andrew

Two more Bright Spaces are underway in Ireland

J_[. [aldifferencelinlthe]livestof]
: Ichitdrenlandjfamilies!
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Each of these steps has helped define and
embolden the spirit that is Bright {iHorizons.

We could not have made such leaps withou;j’(he
!

dedication, passion, and talent of more thaniIIS,OOO
!

employees who make up our family. From tl‘jic assistant

teacher in Ames, lowa, to the program coordinator in

London, to the regional manager in New Yo?rk City, 10
il

our home office team in Watertown, Massachusetts, the daily contributions of our employeejé; underpin our
success. Qur clients, too, elevate us to new heights, as each new challenge they present propej-:is us to exceed
their exacting standards. As we push forward, we hope that the experience, insight, and ingeji_mity of the
last 20 years will enable us to make an even bigger difference in the lives of children and wo%king families.

Sincerely, _

o0 Ty b T :
David H. Lissy Mary Ann Tocio :
Chief Executive Officer President and Chief Operating Officer !
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SELECTED FINANCIAL DATA

Year ended December 31,
2006 2005 2004 2003 2002

(In thousands, except per share amounts)

Consolidated statement of income data:

Revenue $ 697,865 $ 0625259 $ 551,763 % 472,756 3 407,532
Amortization 3,376 1,916 1,012 548 377
Income from operations " 71,663 60,656 46,753 34,583 26,249
Income before taxes ™ 71,267 61,942 47,096 34,645 26,273
Net income ® 41,723 36,701 27,328 20,014 15,319
Diluted earnings per share $ 152 § 1.29 3 098 $ 075 § 0.59
Weighted average diluted shares outstanding 27,391 28,392 27,846 26,746 26,050

Financial position at year end:

Working capital (deficit) surplus $ (71,853) % (25016} § 11,819 § (2,269 § (8,725)
Total assers 409,370 353,699 296,605 247,065 201,290
Toral long-term debs, including current maturities 4,453 1,312 2,099 2,661 542
Total stockholders’ equity 223,838 217,179 186,244 145,506 109,627

Dividends per commeon share — — — —

Operating dara at year end:
Early care and education centers managed 642 616 560 509 465
Licensed capacity 69,000 66,350 61,950 59,250 53,850

[

Financial statement amounss for 2006 include incremental compensation expense of $2.7 million ($2.0 million after taxes) related 1o the Company' adgprion of §
of Financial Accounsing Standards No. 123R, "Share-Based Payment”. In accordance with the modified prospective method, financial seatemen: amounts for the prior periods
presenied have nos been adjusted.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CAUTIONARY STATEMENT ABOUT FORWARD-LOOKING INFORMATION

Bright Horizons Family Solutions, Inc. (“Bright Horizons™ or the “Company”) has made statements in this report that constituce
forward-looking statements as that term is defined in the federal securities laws. Forward-looking statements generally are identified by

the words “believes”, “expects”, “anticipates”, “plans”, “estimates”, “projects” or similar expressions. These forward-looking statements concern
the Company’s operations, economic performance and financial condirion, and include statements regarding: opportunities for growth; the
numbser of eatly care and education centers expected to be added in future years; the profitability of newly opened carly care and education
centers; capital expenditure levels; the ability to incur additional indebredness; strategic acquisitions, investments, and other transactions;
changes in operating systems or policies and their intended results; and, our expectations and goals for increasing center revenue, improving

our operational efficiencies, and our projected operating cash flows.

Although we believe thart forward-looking statements are based on reasonable assumptions, expected results may not be achieved and actual
results may differ materially from the Company’s expectations. Forward-looking statements are subject to various known and unknown risks,
uncertaintics and other factors, including but not limited to the factors discussed in the section entitled “Risk Factors” in the Company’s Annual
Report on Form 10-K. We caution you that these risks may not be exhaustive. We operate in a continually changing business environment and
new risks emerge from time to time. You should not rely upon forward-looking statements except as statements of our present intentions and
of our present expectations that may or may not occur. You should read these cautionary statements as being applicable to all forward-looking
statements wherever they appear. We assume no obligation to update or revise the forward-looking statements or to update the reasons why
actual results could differ from those projected in the forward-looking statements,

EXECUTIVE SUMMARY AND GENERAL DISCUSSION

Bright Horizons is a leading provider of workplace services for employers and families. Workplace services include center-based child care,
education and enrichment programs, elementary school education, back-up care, before and after school care, summer camps, vacation care,

college admissions counseling services, and other family support services.

As of December 31, 2006, the Company managed 642 early care and education centers, with more than 60 early care and education centers under
development. The Company has the capacity to serve approximately 69,000 children in 41 states, the District of Columbia, Puerto Rico, Canada,
Ireland and the United Kingdom, and has partrerships with many leading employers, including more than 95 Fersune 500 companies and 75 of
Working Mother Magazines “100 Best Companies for Working Mothers™. The Company's 534 North American centers average a capacity of 118
children per location or approximately 63,000 in total capacity, while the 108 early care and education centers in the United Kingdom and Ireland
average a capaciry of approximately 57 children per location ot approximately 6,000 in total capacity. At December 31, 2006, approximarely 60%
of the Company’s centers were operated under profit and loss (“P&L") arrangements and approximately 40% were management {“Cost Plus”)

models. The Company seeks 1o cluster centers in geographic areas to enhance operating efficiencies and to create a leading market presence.



The Company seeks ro enhance its reputation as the provider of choice for a broad specrrum of work-life services. In 2006, the Company expanded
its ancillary service offerings to clients with the acquisiion of College Coach, which specializes in college admissions counseling. In addition to
college counseling services the Company offers strategic work/life consulting and other services desighed to assist clients in providing a broader

offering of work/life benefits to their employees.

Bright Herizons operates centers for a diversified group of dlients. At December 31, 2006, the Company’s early care and education centers

wete affiliated with the following industries:

Industry Classification Percentage of Centers
Consumer 5%
Financial Services 15%
Government and Education 15%
Healthcare 10%
Induserial/Manufacturing 10%
Office Park Consortiums 30%
Pharmaceutical ' 5%
Professional Services and Other 5%
Technology 5%

The principal elements of the Company’s business strategy are tc be the partner of choice, provider of choice and employer of choice. This
business strategy is centered on several key elements: identifying and executing on growth opportunities with new and existing clients; achieving
sustainable operating margin improvement; maintaining our competitive advantage as the employer of choice in our field; and, continuing
the high quality of cur programs and customer satisfaction. The alignment of key demographic, social and workplace trends combined with
an overall under supply of quality childcare options for working families continues to fuel strong interest in the Company’s services. General
economic conditions and the business climarte in which individual clients operate remain the largest variables in rerms of future performance.
These variables impact client capital and operating spending budgets, industry specific sales leads 2nd the overall sales cycle, as well as labor
markets and wage rates as competition for human capital flucruares.

The Company achieved revenue growth of approximately 12% for the year ended December 31, 2006 as compared to 2005. The revenue growth
was principally due to the increase in the number of centers the Company operates, additional enrollment in ramping centers as well as in marure
centers, price increases of 4-5% and expanded services for existing clients. The Company added 49 centers since December 31, 2005 through a
combination of organic growth, acquisitions, and transitions of management of existing programs. Acquisitions remain an important element

of the Company's overall growth strategy, and of the new centers added in 2006, 19 were added via acquisition, adding a group of 7 centers in
the United States and a total of 12 centers in the United Kingdom. Another key clement of the Company’s growth strategy is expanding
relationships with existing clients. In 2006, the Company added 8 new locations for 6 multi-site clients, and the Company now serves a total

of 50 multi-site clients at 227 locations. Lastly, the Company introduced enhanced service offerings such as Back-Up Care Advantage and the

aforementioned college admissions counseling services as a way t exeend clien relationships.
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The Company improved operating margins from 9.7% in 2005 to 10.3% in 2006, through disciplined pricing strategies which enable
management to systcmatically increase prices in advance of cost increases, careful management of personnel costs, favorable trends in personnel
related costs, modest enrollment gains, and the addition of mature centers through acquisitions and transitions of management. The
improvement in operating margin is also attriburable to the contributions of ChildrenFirst, Inc., whose operating results were included for
four months in 2005 upon the completion of their acquisition in the third quarter, compated to a full year in 2006. The ChildrenFirst back-up
centers generate higher margins, on average, than the Company’s full service centers. The opportunity to achieve additional margin improvement
in the future will be dependent upon the Company’s ability to achieve the following: continued incremental enrollment growth in our mature
and ramping centers; annual tuition increases above the levels of annual wage increases; careful cost management; additional growth in expanded

service offerings to clients; and the successful integration of acquisitions and transitions of management to our network of centers.

Finally, one of the Company'’s guiding principles is its focus on sustaining the high quality of its services and programs while achieving revenue
growth and increasing operating profitability. Nearly 80% of the Company’s eligible domestic early care and education centers are accredited
by the National Association for the Education of Young Children (“NAEYC”). The Company also operates high quality programs based on
the accreditation standards of the Office of Standards in Education (“OFSTED”) and National Child Nursery Association (“NCNA”} care
standards in the United Kingdom and Ireland, respectively.

New Centers

In 2006, the Company added 49 early care and education centers with a total capacity of approximarely 4,300 children. Of these center
additions, 19 were added through acquisition, 7 through transition from previous management and 23 were new centers developed by Bright
Horizons. In the same period, the Company closed 23 centers that were either not meeting operating objectives or transitioned to other service
providers. The Company currently has over 60 centers under development, scheduled to open over the next 12 to 24 months, and currently
expects to be operating between 670 - 680 centers at the end of 2007.

Center Economics

The Company’s revenue is principally derived from the operation of carly care and education centers. Early care and education center revenues
consist of tuition, which is comprised of amounts paid by parents, supplemented in some cases by payments from employer sponsors and, to a
lesser extent, by payments from government agencies. Revenue also includes management fees and operating subsidies, paid cither in licu of or
to supplement parent tuition, paid by employer sponsors. Parent ruitions comprise the largest component of a center’s revenue and are billed
on a monthly or weekly basis, generally payable in advance. The parent tuitions ate typically comparable to or slightdy higher than prevailing
area market rates for tuition. Amounts due from employer sponsors are payable monthly and may be dependent on a number of factors such
as enrollment, the extent to which the sponsor subsidizes parent tuitions, the quality enhancements a sponsor wishes to make in the operations
of the centet, and budgeted amounts. Management fees are generally fixed and payable monthly. Revenue is recognized as services are provided.

Amounts paid in advance are recorded as deferred revenue and are recognized as it is earned.

Although the specifics of Bright Horizons' contractual arrangements vary widely, they generally can be classified into two categories: (i) the
management or cost plus (“Cost Plus”) model, where Bright Horizons manages an carly care and education center under a cost-plus agreement
with an employer sponsor, and (ii) the profit and loss (“’&L”") model, where the Company assumes the financial risk of the early care and
education center’s operations, The P&L model center may be either sponsored or leased as more fully described below. Under each model

type Bright Horizons retains responsibility for all aspects of operating the early care and education center, including the hiring and paying

of employees, contracting with vendors, purchasing supplies and collecting tuition and related accounts receivable.
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The Management {Cost Plus) Model

Early care and education centers operating under the Cost Plus model currently represent approximarely 40% of our early care and education
centers. Under the Cost Plus model, the Company receives 2 management fee from an employer sponsor and an operating subsidy within an
agreed upon budget to supplement tuition reccived from parents. The sponsor typically provides for the facility, pre-opening and starc-up costs,
capital equipment and facility maintenance. The Cost Plus model enables the employer sponsor to have a greater degree of control with respect
to budgeting, spending, and operations. Cost Plus contracts have terms that generally range from three to five years. The Company is responsible
for maintenance of quality standards, recruitment of early care and education center directors and teachers, implementation of curricula and

programs, and interaction with parents,

‘The Profit and Loss Model

Early care and education centers operating under the P&L model currently represent approximately 60% of our early care and education
centers. Bright Horizons retains financial risk for P&L early care and educacion centers and is therefore subject (o variability in financial
performance due to Auctuating enrollment levels. The P&L model can be classified into two subcategories: (i) sponsored model, where Bright
Horizons provides early care and educational services on a prierity enrollment basis for employees of an employer sponsor, and (ii) leased
model, where the Company may provide priority early care and education to the employees of multiple employers located within a real estate

developer's property or the community ar large.

Sponsored Model

The sponsored model is typically characterized by a single employer (corporation, hospiral, government agency or universiry),
but may involve a consortium of employers, entering into a contract with the Company to provide early care and education
at a facility located in or near the sponsor's offices. The sponsor generally provides for the facilities or construction of the early
care and education center, pre-opening expenses and assistance with starc-up costs as well as capital equipment and initial
supplies and, on an ongoing basis, may pay for maintenance and repairs. In some cases, the sponsor may also provide various
subsidies, which may rake the form of a fixed financial subsidy, ruition assistance to the employees, or minimum enrollment
guarantees to Bright Horizons. Children of the sponsor’s employees typically are granted priority enrollment ar the early care

and education center. Operating contracts have terms that generally range from three to five years.

Lease Model

A lease model carly care and education center is typically located in an office building or office park. The early care and
education center serves as an amenity to the real estate developet's tenants, giving the developer an advantage in attracting
quality tenants to their site. In addition, the Company may establish an early care and education center in circumstances
where it has been unable to cultivate sponsorship, or where sponsorship opportunities do not currently exist. In these
instances the Company will typically lease space in locations where experience and demographics indicate that demand for
the Company’s services exists. While the facility is open to general enrollment from the nearby community, the Company
may also receive additional sponsorship from employers who purchase full service child care or back-up care benefits for
their employces. Bright Horizons typically negotiates tease rerms of 10 to 15 years, with renewal options.
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Cost of services consists of direct expenses associated with the operation of early care and education centers. Cost of services consists primarily
of staff salaties, taxes and benefits; food costs; program supplies and matetials; parent marketing; and occupancy costs. Personnel costs are

the largest component of a center’s operating costs, and comprise approximately 80% of a center’s operating expenses. The Company is often
responsible for additional costs in a P&L model center that are rypically paid or provided directly by a client in centers operating under the
Cost Plus mode!, such as occupancy costs. As a result, personnel costs in centers operating under the P&L models will often represent a smaller

percentage of overall costs in early care and education centers when compared to the Cost Plus models.

Selling, general and administrative (“SGBcA”) expenses are composed primarily of salaries, taxes and benefits for non-center personnel,
including corporate, regional and business development personnel; accounting, legal and public reporting compliance fees; information
technology; occupancy costs for corporate and regional personnel; and other general corporate expenses.

Seasonality

The Company’s business is subject to seasonal and quarterly fluctuations. Demand for early care and education services has historically
decreased during the summer months, at which time families are often on vacation or have alternative child care arrangements. In addition,
enrollment declines as older children transition to elementary schools. Demand for the Company's services generally increases in September
and October ro normal enrollment levels upon the beginning of the new school year and remains relatively stable throughout the rest of the
school year. Results of operations may also fluctuate frem quarter to quarter as a result of, among other things, the performance of existing
centers that may include enrollment and staffing fluctuations, the number and timing of new center openings and/or acquisitions, the length
of time required for new centers to achieve profitability, center closings, refurbishment or relocation, the model mix (P&L vs. Cost Plus) of

new and existing centers, the timing and level of sponsorship payments, competitive factors, and general economic conditions.

RESULTS OF OPERATIONS

The following rable has been compiled from the Company’s audited consolidaced financial statements and sets forth statement of income

data as a percentage of revenue for the years ended December 31, 2006, 2005, and 2004:

2006 2005 2004
Revenue 100.0% 100.0% 100.0%
Cosr of services 80.2 81.6 83.3
Gross profit 19.8 18.4 16.7
Selling, general and administrative 9.1 8.4 8.0
Amortization 04 0.3 0.2
Income from operations 10.3 9.7 8.5
[nterest income . —_ 0.2 —
Interest expense 0.n — —_
Income before income taxes 10.2 9.9 8.5
Income rax expense 42 4.0 3.5

Net income 6.0% 5.9% 5.0%




COMPARISON OF RESULTS FOR THE YEAR ENDED
DECEMBER 31, 2006 TO THE YEAR ENDED DECEMBER 31, 2005

Revenue
Revenuc increased $72.6 million, or 11.6%, to $697.9 million in 2006 from $625.3 million in 2005. Revenue growth is primarily

attributable to the net addition of new carly care and education centers, modest growth in enrollment ar existing centers, and tuition

increases of approximately 4-5%. At December 31, 2006, the Company operated 642 early care and education centers, as compared

with 616 at December 31, 2005, a net increase of 26 centers and a net increase of 4.0% in overall capacity. The increase in revenue is

also attributable to the Campany's recent acquisitions. The acquitition of child care centers in 2006, and the full year contributions of

the ChildrenFirst network of back-up centers acquired in September 2003, collectively conttibuted approximately $30 million in revenue.
Acquisitions and transitions of management typically do not have the ramp-up period associated with organic growth, and begin operating at

more mature levels,
Revenue related to ancillary services increased $2.3 million primarily due to the acquisition of College Coach in the third quarter of 2006.

The Company has been notified by the United Autc Workers and Ford Motor Company (“UAW-Ford”) that effective July 1, 2007, they
expect to close 7 child care centers currently managed by the Company under a cost-plus arrangement. Although the Company will not bear
any costs associated with closing these facilities, we expect that the reduction in services to be provided will result in a reduction in overall

revenue by approximately $14 million in 2007, and by an additional $10 million in 2008.

Gross Profit

Gross profic increased $23.0 million, ot 19.9%, to $138.3 millior: in 2006 from $115.3 million in 2005. Gross profir as a percentage of
revenue increased from 18.4% in 2005 to 19.8% in 2006. One of the key factors in the increase in gross profit margin is the contribution

of the ChildrenFirst back-up centers whose margins are, on average, higher than the Company’s full service centers. In addition, gross profit
increased due to: modest improvements in enrollment which drive operating efficiencies at the center level as the fixed costs are absorbed
over a broader tuition base; contributions from Cost Plus centers opened during the past twelve months, transitions of management and
acquisitions, which enter the network of centers at mature operating levels; and annual tuition rate increases ahead of wage increases coupled
with careful cost management at existing programs. Operating margins were also positively impacted by favorable tends and expense
reductions in employee benefits and workers compensation insurance. Should chis trend not continue, or should we experience an increase

in costs compared to prior periods, the Company’s operating maryins could be impacted. Gross profit was also modestly impacted by College

Coach, whose profit margins are higher than those of the Company’s overall child care operations.

The increases in gross profit were offset in part by incremental compensation expense related to the adoption of Statement of Financial
Accounting Standards (“SFAS”) No. 123R, “Share-Based Payment” (“SFAS 123R"), which resulted in approximately $400,000 of additional
stock-based compensarion in cost of services. In addition, the Cornpany opened 12 lease model centers in 2006, which experience losses during
the pre-opening and ramp-up stages of cheit operations. The Company is also in the pre-opening stage ac several additional lease model centers

currently under development.

The closings of the UAW-Ford childcare centers referenced above will have the effect of reducing operating profit by approximately $2 million
in 2007 and an additional $1 million in 2008.
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Selling, General and Administrative Expenses

SG&A increased $10.5 million, or 20.0%, to $63.2 million in 2006 from $52.7 million in 2005. SG&A as a percentage of revenue increased
from 8.4% in 2005 to 9.1% in 2006. The increase in SG&A from 2005 is relaced to the adoption of SFAS 123R, resulting in incremental
SG&A expense of approximately $2.3 million. In addition, ChildrenFirst centers and College Coach, which were acquired in September 2005
and August 2006, respectively, require proportionately higher overhead support costs.

Amortization

Amortization expense on intangible assets totaled $3.4 million in 2006 compared 10 $1.9 million in 2005. The increase relates to the addition
of certain trade names, non-compere agreements, customer relationships and contract rights arising from acquisitions the Company completed
in 2006 and the full year effect of acquisitions complered in 2005, which are subject to amortization. Under the provisions of SFAS Ne. 142,
“Goodwill and Other Intangible Assets”, the Company assessed its goodwill balances and intangible assets with indefinite lives and found no
impairment at December 31, 2006 or 2005. The Company expects amortization to approximate $4.4 million in 2007, which incorporates the

full year impact of acquisitions completed in 2006.

Income from Operations
Income from operations totaled $71.7 million in 2006 compared with income from operations of $60.7 million in 2005, an increase of
$11.0 million, or 18.1%. Operating income as a percentage of revenue increased to 10.3% in 2006 from 9.7% in 2005, due to the gross

margin improvement.

Interest Income
Interest income in 2006 totaled $452,000 compared to interest income of $1.5 million in 2005, The decrease in interest income is largely

due 1o lower cash balances resulting from payments for acquisitions and stock repurchases in 2006.

Interest Expense
Interest expense in 2006 totaled $848,000 as compared to incerest expense of $191,000 in 2005. The increase in interest expense is largely
due 1o borrowings from the line of credic in 2006, The Company expects interest expense to increase in 2007 due to borrowings under the

Company's line of credit.

Income Tax Expense

The Company had an effective tax rate of 41.5% in 2006 and of 40.7% in 2005. The increase in the tax rate is primarily due to the
non-deductibility associated with certain options being expensed under SFAS 123R. The Company expects that the tax rate for 2007
will approximate 41 - 42%, consistent with the overall rate in 2006.



COMPARISON OF RESULTS FOR THE YEAR ENDED
DECEMBER 31, 2005 TO THE YEAR ENDED DECEMBER 31, 2004

Revenue

Revenue increased $73.5 million, or 13.3%, to $625.3 million in 2005 from $551.8 million in 2004. At December 31, 2005, the Company
operated 616 carly care and education centers, as compared with 560 ar December 31, 2004, for a net increase of 56 centers, which contributed
to the growth in revenue. Growth in revenue was also attributable to additional enrollment in existing centers of approximately 1% and
tuition increases of approximately 4-5%. The acquisition of ChildrenFirst in Seprember 2005, along with other smaller acquisitions in 2005,

contributed approximacely $17.0 million in revenue in 2005 from the date of acquisition, which on a pro forma basis would approximare
$42.0 million annually.

Gross Profit

Gross profit increased $23.3 million, or 25.4%, to $115.3 million in 2005 from $92.0 million in 2004. Gross profit as a percentage of revenue
increased from 16.7% in 2004 o 18.4% in 2005 due principally to contributions from incremental enrollment in our mature and macuring
base of cenrers, tuition increases that outpaced operating cost increases and careful management of center based personnel costs, coupled witch
proportionately higher margins from the acquired ChildtenFirst centers. The influence of a greater proportion of mature centers in the
Company’s mix also had the effect of increasing overall margins a= did the contributions from transitions of management.

Selling, General and Administrative Expenses

SG&A increased $8.5 million, or 19.3%, 1o $52.7 million in 2005 from $44.2 million in 2004, SG&A as a percentage of revenue increased
from 8.0% in 2004 to 8.4% in 2005, The increase in SG&A as 2 percentage of revenue is primarily autributable to proportionately higher
overhead support for the ChildrenFirst centers acquired in the third quarter of 2005 as well as increased spending for compliance with the
regulacions under Section 404 of the Sarbanes-Oxldey (“SOX") Act of 2002. The costs of complying with these regulations approximated $2.7
million in 2005, of which approximately $400,000 incurred in the first quarter of 2005 related to spending for 2004 SOX compliance. The
Company anticipates the majority of these costs to continue in furure periods. The remaining dollar increase in SG&A spending is pritarily
attributable to investments in regional and divisional management, as well as general corporate and administrative personnel, which the

Company believes are necessary to support long-term growth.

Amortization

Amortization expense totaled $1.9 million in 2005 compared to $1.0 million in 2004, The increase relates to certain trade names,
nen~compete agreements, customer relationships and contract rights arising from 2005 acquisitions and the full year effect of acquisidons
completed in 2004, which are subject to amortization. Under the provisions of SFAS No. 142, “Goodwill and Other Intangible Assets”,
the Company assessed its goodwill balances and intangible assets with indefinite lives and found no impairment at December 31, 2005
or 2004.



]

2006 DRIGHT HNORIZONS FAMILY SOLUTIONS ANNUAL RBEPORT

Income from Operations
Income from operations totaled $60.7 million in 2005 compared to income from operations of $46.8 million in 2004, an increase

of $13.9 million, or 29.7%.

Interest Income
Interest income in 2005 totaled $1.5 million compared to interest income of $508,000 in 2004, The increase in interest income is

attributable to higher levels of invested cash and increased average investment yields.

Interest Expense
Interest expense in 2005 totaled $191,000 compared 1o interest expense of $165,000 in 2004.

Income Tax Expense
The Company had an effective tax race of 40.7% in 2005 compared to a tax rate of 42.0% in 2004 due to proportionately higher

contributions from foreign jurisdictions which were taxed at a lower rate than domestic earned income.

LIQUIDITY AND CAPITAL RESOURCES

The Company's primary cash requirements are for the ongoing operations of its existing early care and education centers and the addition

of new centers through development or acquisition. The Company's primary sources of liquidity have been cash flow from operations and
existing cash balances, which were $7.1 million at December 31, 2006. The Company’s cash balances are supplemented by borrowings
available under the Company’s $60 million line of credit. Borrowings against the line of credit of $35.0 million were outstanding ar December
31, 2006. The Company had a working capital deficit of $71.9 miltion at December 31, 2006 and of $25.0 million at December 31, 2005,
arising primarily from long term investments in fixed assets and acquisitions, as well as purchases of the Company’s Common Stock. Bright
Horizons anticipates that it will continue to generate positive cash flows from operating activities in 2007 and thar the cash generated will be
used principally to fund ongoing operations of its new and existing early care and education centers, as well as to repay amounts outstanding

under its line of credit.

Cash provided by operacing activities was $54.7 million for the year ended December 31, 2006 compared to $50.1 million, and $37.3
million for the years ended December 31, 2005 and 2004, respectively. The increase in cash provided from operations is primarily the
result of increases in net income and other non-cash expenses (primarily depreciation, amortization and stock-based compensation).
These amounts wete offset by increases in accounts receivable, which were primarily due to the riming and amount of payments and are
of a normal and recurring nature. Lastly, cash provided from deferred revenue balances was less than in 2005 due to the timing of receipts

and the amortization of balances for long-term arrangements.



Cash used in investing activities was $58.1 million for the year ended December 31, 2006 compared to $64.9 million and $33.9 million for
the years ended December 31, 2005 and 2004, respectively. Fixed asset additions totaled $32.7 million in 2006 compared to $15.6 million in
2005 and $13.0 million in 2004. Approximately $21.0 million of fixed asser addirions in 2006 related to new early care and education centers
and the remainder being primarily related to the refurbishment of existing early care and education centers. Capital expenditures for new carly
care and education centers were approximately $8.6 millien in 2005 and $4.1 million in 2004. Cash paid for acquisitions totaled $24.8 million
in 2006 compared to $54.9 million in 2005 and $21.0 million in 2004. The Company expects investments in its early care and education
centers to approximate 2006 levels in 2007,

Cash used in financing activities totaled $11.5 million for the year ended December 31, 2006, compared to cash used in financing activities
of $5.5 million in 2005 and cash provided by financing activities of $5.0 million in 2004. The increase in cash used by financing acrivities
from 2005 and the decrease in cash provided by financing activities from 2004 relates to the repurchase of approximarely 1.5 million shares
of the Company’s Common Stock in 2006, for a total of approximately $54.1 million. This use of cash was partially offset by net borrowings
from the Company's line of credit of $35.0 million in 2006. Additionally, upon the adoption of SFAS 123R, the Company recorded an
excess tax benefit related to the vesting or exercise of equity instruments of $2.6 million that had been previously teported as cash flow from
operating activities.

The Company repurchases shares of its Common Stock as authorized by the Board of Directors. In 1999, the Board of Directors approved
a plan to repurchase up to 2.5 million shares of the Company’s Common Stock. The Company completed the repurchase of the authorized
shares under this plan in 2006, The Board of Directors approved a new plan to repurchase an additional 3 million shares of the Company’s
Common Stock in June 2006. In the year ended December 31, 2006, the Company repurchased approximately 1.5 million shares ar a cost
of $54.1 million, of which 381,000 shares were repurchased under the 2006 plan. A total of 1 millien shares repurchased under authorized
plans were retired prior to 2005, Share repurchases under the stock repurchase program may be made from time to time in accordance with
applicable securities regulations in open marker or privately negotiated transactions. The actual number of shares purchased and cash used,

as well as the timing of purchases and the prices paid, will depend on future marker conditions.

The Company considers all highly liquid investments with a maturity of three months or less at the time of purchase to be cash equivalents.
Cash equivalents consist primarily of institurional money market accounts. The carrying value of these instruments approximates market
value due to theit shoct term natute,

Conrractual Cash Flows
‘The Company has contractual obligations for payments under operating leases and debt agreements payable as follows:

Payments due by period (in millions)
Contractual Obligation Total 2007 2008 2009 2010 2011 Thereafter

Long-Term Debt,
including interest $ 53 $ 52 % 01 $§ — 3% — § — 8% —
Operating Leases 245.1 329 31.5 29.6 26.6 21.7 1028

Total $2504 $381 §$ 316 §$296 $266 $ 21.7 $102.38
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In September 2006, the Company issued unsecured notes payable totaling $3.6 million to two individuals in conjunction with the acquisition
of five centers in the United Kingdom. The notes are subject to a variable rate of interest calculated using the Base Rate in the United Kingdom
less 1.5%. Interest is payable semi-annually in April and October. The notes are due August 31, 2016, but are callable by the holders. These

notes are included in the long-term debt amount above.

“The Company also has contractual obligations for customer advances totaling $7.3 million as of December 31, 2006, which are repayable

at the completion of the contractual arrangements. Because of renewal options, the repayment dates for such advances cannot be predicted.

In Jure 2004, the Company entered into service agrccm'ents to manage a group of family programs and amended an agreement to manage

an existing child care and education center in exchange for the transfer of land and buildings. The Company recorded fixed assets and deferred
revenue of $9.4 million in connection with the transactions. The deferred revenue will be earned over the terms of the arrangements of 6.5
and 12 years, respectively. In the event of default under the terms of the contingent notes payable associated with the service agreements,

the Company would be required to tender a payment equal to the unrecognized portion of the deferred revenue or surrender the applicable
property. The unrecognized portion of the deferred revenue related to these agreements was $6.2 million at December 31, 2006.

The Company has a five-year unsecured revolving credit facility in the amount of $60.0 million, which matures on July 22, 2010, with

any amounts outstanding at that date payable in full. The revolving credit facility includes an accordion feature thar allows the Company to
increase the amount of the revolving credit facility by an additional $40.0 million, subject to lender commitments for the additional amounts.
Borrowings against the line of credit of $35.0 million were outstanding at December 31, 2006. In addition, four lerters of credit have been
issued under this facilicy to guarantee certain utility payments for up to $80,000, certain rent payments for up to $200,000, and certain
premiums and deductible reimbursements for up to $486,000. The letters of credit issued reduced the amounts available for borrowing by
$636,000 at December 31, 2006. No amounts have been drawn against any of these letters of credit.

Commitments and Contingencies

In connection with onc of our business acquisitions in 2006, the Company entered into an acquisition agreement that included provisions
for additional contingent consideration, also referred to as “earn-out” provisions. These provisions require that we pay to the sellers of the
business additional amounts contingent on the achievement of certain performance targets by the acquired business during the next five years.
The payments will be made after a certain period of time if the performance criteria are met. The firsc payment is due in 2008. Since the size
of each payment depends upon the performance of the acquired business, we do not expect that such payments will have a material adverse

impact on our future results of operations or financial condition,

Management belicves that funds provided by operations, the Company’s existing cash and cash equivalent balances and borrowings available
under its line of credit will be adequate to meet planned operating and capital expenditures for the next 12 months. However, if the Company
were to make any significant acquisitions or investments in the purchase of facilities for new or existing early care and education centers, it may
be necessary for the Company to obtain additional debt or equity financing, There can be no assurance thar the Company would be able to

obtain such financing on reasonable terms, if ac all.



CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Bright Horizons prepares its consolidated financial statements in accordance with accounting principles generally accepred in the United
States. The preparation of these statements requires management to make certain estimates, judgments and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, as well
as the reported amounts of revenue and expenses during the applicable reporting periods. Acrual resules could differ from these estimates,
and such differences could affect the results of operations reported in future periods. The accounting policies we believe are critical in the
preparation of the Company’s consolidated financial statements relate to revenue recognition, accounts receivable, goodwill and other

intangibles, liability for insurance obligations, stock-based compensation, and income taxes.

Revenue Recognition

‘The Company recognizes revenue in accordance with Security and Exchange Commission (“"SEC”) Staff Accounting Bulletin (“SAB”}

No. 101, “Revenue Recognition in Financial Statements”, as modified by Emerging Issues Task Force (“EITF”) No. 00-21, “Revenue
Arrangements with Multiple Deliverables”, and SAB No. 104, “Fevenue Recognicion”, which require that four basic criteria be met before
recognizing revenue: persuasive evidence of an arrangement exists, delivery has occutred or services have been rendered, the fee is fixed and
determinable, and collectibility is reasonably assured. In these circumstances where the Company enters into arrangements with a client that
involve mulriple revenue elements, the consideration is allocated to the elements based on fair value and revenue recognition is considered
separately for each individual element. Center-based care revenues consist primarily of ruition, which is comprised of amounts paid by parents,
supplemented in some cases by payments from sponsors and, to a lesser extent, by payments from government agencies. Revenue may also
include management fees, operating subsidies paid either in lieu of or to supplement parent tuition, and fees for other services. The Company
recognizes revenue on a gross basis in accordance with EITF No. 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent”,

as services are performed. In some instances, the Company receives revenue in advance of services being rendered, in which case, revenue is
deferred until the services have been provided. Under all types of operating arrangements, the Company rexains responsibility for all aspects

of operating the early care and education centers, including the hiring and paying of employees, contracting with vendors, purchasing supplies,

and collecting tuition and related accounts receivable.

Accounts Receivable

The Company generates accounts receivable from fees charged to parents and client sponsors and, to a lesser degree, government agencies.
The Company monitors collections and payments from these customers and maintains a provision for estimated losses based on historical
trends, in addition to provisions established for specific customer collection issues that have been identified. Amounts charged ro this
provision for uncollecrible accounts receivable have historically been within the Company’s expectations, but there can be no assurance

that historical trends will be indicative of the Company’s future experience.

Goodwill and Other Intangibles

The Company accounts for acquisitions in accordance with the provisions of Staternent of Financial Accounting Standards (“SFAS”)
No. 141, “Accounting for Business Combinations” (“SFAS 1417). Accounting for acquisitions requires management to make estimates
related to the fair value of assets and liabilities acquired, including the identification and valuation of intangible assers, with any residual

balance being allocated to goodwill. Management also makes assessments concerning the estimated useful lives of the intangible assets.
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In accordance with SFAS Ne, 142, “Goodwill and Other Intangible Assers” (“SFAS 1427), goodwill and intangible assets with indefinice lives
are not subject to amortization, but are monitored annually for impairment, or more frequently if there are indicators of impairment. Should
it be determined that any of these assets have been impaired, the Company would be required to record an impairment charge in the period
the impairment is identified. The Company was not required to record an impairment charge in 2006; however, there can be no assurance

that such a charge will not be recorded in future periods.

Liability for Insurance Obligations

The Company self-insures a portion of its medical insurance plans and has a high deductible workers’ compensation plan, and has various
deductibles for other insurance plans. Due o the nature of these liabilities, some of which may not fully manifest themselves for several
years, the Company estimates the obligations for liabilities incurred but not yet reported or paid based on available data and historical
experience. While management believes that the amounts accrued for these obligations are sufficient, any significant increase in the number

of claims or costs associated with claims made under these plans could have a material adverse effect on the Company’s financial results.

Stock-Based Compensation

Effective January 1, 2006, the Company adopted the provisions of SFAS No.123R, “Share-Based Payment” (“SFAS 123R”) and SAB

No. 107, “Share-Based Payment” (“SAB 107") to account for stock-based compensation. SFAS 123R was applied using the modified
prospective method, which results in the provisions of SFAS 123R only being applicable to the consolidated financial statements on a
prospective basis. Stock-based compensation cost is measured at grant date based on the value of the award and is recognized as expense
over the requisite service period, which generally represents the vesting period, and includes an estimare of awards that will be forfeited.
The Company calculates the fair value of stock options using the Black-Scholes option-pricing model and the fair value of restricted stock
based on intrinsic value at grant date. Measurement under the Black-Scholes model requires management to make estimates related to

expected stock price volatility, option life, turnover, and risk-free interest rate, which could impact the value and expense recognized.

Income Taxes

The Company accounts for income taxes using the asser and liabilicy method in accordance with SFAS No. 109, "Accounting for Income
Taxes” (“SFAS 109”). Accounting for income taxes requires management 1o estimate its income taxes in each jurisdiction in which it operates.
The future tax effect of temporary differences that arise from differences in the recognition of items included in income for accounting and tax
purposes, such as deferred revenue, depreciation and certain expenses, are recorded as deferred tax assets or liabilities. The Company estimates
the likelihood of recovery of these assets, which are dependent on future levels of profitability and enacted tax rates. Should any amounts be
determined not to be recoverable, or assumptions change, the Company would be required 1o record an expense, which could have a material

effect on the Company's financial position or results of aperations.



RECENT ACCOUNTING PRONOUNCEMENTS

In July 2006, the FASB issued Interpretation (“FIN") No. 48, “Accounting for Uncertainty in Income Taxes™ (“FIN 48"), an interpretation

of SFAS No. 109, “Accounting for Income Taxes”. FIN 48 clarifies the accounting for uncercainty in tax positions and requires that the impace
of tax positions be recorded in the financial statemens if it is more likely than not that such positions will be sustained on audit, based on the
technical merits of the positions. The provisions of FIN 48 are eflective for fiscal years beginning after December 15, 2006. The Company has
completed a preliminary evaluation of FIN 48 and does not expect the adoption of FIN 48 to have a material impact on its consolidated

financial position and results of operations.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“*SFAS 1577), which addresses how companies should
measure fair value when they are required to use a fair value measure for recognition or disclosure purposes under generally accepted
accounting principles in the United States. The provisions of SFAS 157 are effective for fiscal years beginning after November 15, 2007.
The Campany has not yet adopted this pronouncement and is currently evaluating the expected impace that the adoption of SFAS 157

will have on its consolidated financial position and results of operations.

INFLATION

The Company does not believe that inflation has had a material =ffect on its results of operation. There can be no assurance, however,

that the Company’s business will not be materially affected by inflation in the future.

MARKET RISK

Quantitative and Qualitative Disclosures About Market Risk

The Company holds no market risk sensitive instruments, for trading purposes or otherwise.

We have limited exposure ro marker risk due to the nature of our financial instruments. Our financial instruments ar December 31, 2006
consisted of cash and equivalents and accounts receivable. The Company believes that the carrying value of its financial instruments at
December 31, 2006 approximates their fair value. The Company's primary market risk exposures relate to foreign currency exchange rate

risk and interest rate risk.

Foreign Currency Risk
The Company's exposure to fluctuations in foreign currency exchange rates is primarily the result of foreign subsidiaries domiciled in the
United Kingdom, Ireland and Canada. The Company does not currently use financial derivarive inscruments to hedge foreign currency

exchange rate risks associated with its foreign subsidiaries.



20060 PRIGHT HORIZONS PAMILY SOLUTIONS ANNUYAL REPORT

16

The assets and liabilities of the Company’s Canada, Ireland and United Kingdom subsidiaries, whose functional currencies are the Canadian
dollar, Euro and British pound, respectively, are wranslated into U.S. dollars at exchange rates in effect at the balance sheet date. Income and
expense items are translated at the average exchange rates prevailing during the period. The cumulative translation effects for subsidiaries
using a functional currency other than U.S. dollars are included as 2 cumulative translation adjusunent in stockholders’ equity and as

a component of comprehensive income. Management estimates that had the exchange rate in each country unfavorably changed by 10%
relative to the U.5. dollar, the Company'’s consolidated earnings before taxes in 2006 would have decreased by approximartely $450,000.

Interest Rate Risk

Interest rate exposure relates primarily to the effect of interest rate changes on our investment portfalio, borrowings outstanding under our
line of credit, and outstanding notes payable. As of December 31, 2006, the Company's investment portfolio primarily consisted of
institutional money market funds, which due to their short maturities are considered cash equivalents. The Company's primary objective

with its investment portfolio is to invest available cash while preserving principal and meeting liquidity needs. These investments approximated
$20,000 at December 31, 2006 and had an average interest rate of approximately 4.6% during the year. As a result of the short maturity

and conservative nature of the investment portfolio, a sudden change in interest rates should not have a material effect on the value of the
portfolio. Management estimates, that had the average yield of the Company's positions in these investments and its other interest bearing
accounts decreased by 100 basis points in 2006, the Company's interest income for the year would have decreased by approximately $50,000.
This estimate assumes thar the decrease would have occurred on the first day of 2006 and reduced the yield of each investment instrument by
100 basis points. The impact on the Company's future interest income as a result of future changes in investment yields will depend largely on

the gross amount of the Company’s investments.

The Company had borrowings of $35.0 million outstanding at December 31, 2006 under its variable-rate line of credit that were subject
to a weighted average interest rate of 6.4% during the period. Based on the outstanding borrowings under the line of credit at December
31, 2006, management estimates that had the average interest rate on the Company’s borrowings increased by 100 basis points in 2006,
the Company’s interest expense for the year would have increased by approximately $100,000. This estimate assumes the interest rate of
each borrowing is raised by 100 basis points. The impact on the Company's future interest expense as a result of furure changes in interest

rates will depend largely on the gross amount of the Company's borrowings.

In September 2006, the Company issued unsecured notes payable totaling $3.6 million to two individuals in conjunction with an acquisition
in the United Kingdom. The notes are subject to a variable rate of interest and were fully outstanding ar December 31, 2006. The notes were
subject to 2 weighted average interest rate of 3.5% during the period. If the average interest rate increased by 100 basis points in 2006, the
Company's interest expense for the notes would have increased by approximately $10,000. This estimate assumes that the increase would
have occurred the date they were issued in 2006. The impact on the Company’s future interest expense as a result of future changes in

interest rates will depend largely on the notes payable outstanding.




EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES

Bright Horizons maintains disclosure controls and procedures that are designed to ensure thar information required to be disclosed in the
reports that the Company files or submits under the Securities and Exchange Act of 1934 is recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and communicated to the Company’s
management, including its Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required

financial disclosure.

Under the supervision of and with the participation of the Company’s Disclosure Committee and management, including the Chief Executive
Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness of our disclosure controls and procedures, as such term

is defined under Rules 13a-15(b), premulgated under the Exchange Act. Based upon this evaluation, the Chicf Executive Officer and Chief
Financial Officer have concluded that the Company’s disclosure controls and procedures were effective, as of December 31, 2006.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of the Company is responsible for establishing and maintaining adequate internal control over financial reporting. The
Company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliabiliry of

financial reporting and the preparation of financial statements for external purposes in accordance with ULS. generally accepred accounting
principles. The Company’s internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the Company; (i) provide
reasonable assurance that transactions are recorded as necessary te permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditutes of the Company are being made only in accordance with auchorizations

of management and directors of the Company; and (iii) provide reasonable assurance regarding prevention or timely detection of unautherized

acquisition, use or disposition of the Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may net prevent or detect all misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk rhat controls may become inadequate because of changes in

conditions, or that the degree of compliance with the policies or procedures may deteriorare.

Management has assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006, using

the framework specified in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission {COSQ). Based on such assessment, management has concluded that the Company’s internal control over financial reporring
was effective as of December 31, 2006.

Management has excluded from its assessment of internal control over financial reporting as of December 31, 2006 the five businesses
acquired during fiscal 2006 whosc financial statements constitute less than 2% of net and total assets, revenues, and ner income of the

consolidated financial statement amounts as of and for the year ended December 31, 2006.

Management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006
has been audited by Deloirte 8 Touche LLP, an independent registered public accounting firm, as stated in their reporr.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Bright Horizons Family Solutions, Inc.

Watertown, Massachusetts

We have audited management's assessment, included in the accompanying Management's Report on Internal Control over Financial
Reporting, that Bright Horizons Family Solutions, Inc. and subsidiaries (the "Company”) maintained effective internal control over
financial reporting as of December 31, 2006, based on the criteria established in fneernal Control — Integrased Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. As described in Management's Report on Internal Control Over
Financial Reporting, management excluded from its assessment the internal control over financial reporting ac five businesses acquired
during fiscal year 2006 and whose financial statements constitute less than 2% of net and total assets, revenues, and net income of the
consalidated financial statement amounts as of and for the year ended December 31, 2006. Accordingly, our audit did not include the
internal control over financial reporting ar the five acquired businesses. The Company's management is responsible for maintaining
cffective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
Our responsibility is to express an opinion on management's assessment and an opinion on the effectiveness of the Company's internal

contral over financial reporting based on our audit,

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. Qur audit included obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and cvaluating the design and operating effectiveness of internal control, and performing such

other procedures as we considered necessary in the circumstances. We believe that our audit provides 2 reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the company's principal executive
and principal financial officers, or persons performing similar functions, and effected by the company’s board of directors, management, and
other personnel to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company's internal control over financial reporting includes
those policies and procedures that (1} pertain o the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures

of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that

could have a material effect on the financial statements,



Because of the inherent limitations of internal control over financial reporting, including the possibilicy of collusion or improper management
override of controls, matetial misstatements due to error or fraud may not be prevented or detected on a timely basis, Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may

become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorace.

In our opinion, management's assessment that the Company maintained effective internat control ever financial reporting as of

December 31, 2006, is fairly stared, in all macerial respects, based on the criteria established in /nternal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. Also in our opinion, the Company maintained, in

all material respects, effective internal control over financial reporting as of Diecember 31, 2006, based on the criteria established in Internal

Control — Insegrated Framework issued by the Commirtee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the 'ublic Company Accounting Oversight Board (United States), the consolidared
financial statements as of and for the year ended December 31, 2006 of the Company and our report dated March 1, 2007 expressed an
unqualified opinion on those financial statements and included an explanatory paragraph relating o the adoption of Statement of Financial
Accounting Standards No. 123(R), “Shared-Based Payment,” effective January 1, 2006.

Lettts § Taehe Lo
I'd

Deloitte & Touche LLP

Boston, Massachusetts

March 1, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Bright Horizons Family Solutions, Inc.
Watertown, Massachuserts

We have audited the accompanying consolidated balance sheets of Bright Horizons Family Solutions, Inc. and subsidiaries {the "Company™)
as of December 31, 2006 and 2005, and the related consolidated statements of income, changes in stockholders’ equity, and cash flows for
the years then ended. Thesc financial statements are the responsibility of the Company's management. Our responsibility is to express an

opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present faitly, in all material respects, the financial position of the Company as of
December 31, 2006 and 2005, and the results of its operations and its cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 11 to the financial statements, the Company adopted Statement of Financial Accounting Standards No. 123(R},
“Shared-Based Payment,” effective January 1, 2006.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness
of the Company's internal control over financial reporting as of December 31, 2006, based on the criteria established in frternal Conrrol —
Integrated Framework issued by the Commirtee of Sponsoring Organizations of the Treadway Commission and our report dated March 1, 2007
expressed an unqualificd opinion on management's assessment of the effectiveness of the Company's internal control over financial reporting

and an unqualified opinion on the effectiveness of the Company's internal control over financial reporting.

Lolocitts & Tawede Lt o
P

Deloitte & Touche LLP

Boston, Massachusetts

March 1, 2007



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of Bright Horizons Family Solutions, Inc.:

In our opinion, the consolidated statements of income, stockholders’ equity and cash flows for the year ended December 31, 2004 present fairly,
in all material respects, the results of operations and cash flows of Bright Horizons Family Solutions, Inc. and its subsidiaries for the year ended
December 31, 2004, in conformity with accounting principles generally accepted in the United States of America. These financial statements are
the responsibility of the Company’s management. Qur responsibility is to cxpress an opinion on these financial statements based on our audir.
We conducted our audit of these statements in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audir includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial

statement presentation. We believe that our audit provides a reasoaable basis for our opinion.

’Ram*uhuu@ﬁ"—" Loe

PricewaterhouseCoopers LLP
Boston, Massachusetts
February 28, 2007
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CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

December 31, 2006 2005
Assets
Current assets:

Cash and cash equivalents $ 7,115 3 21,650

Accounts receivable, net of allowance for
doubtful accounts of $1,209 and $1,258

for 2006 and 2005, respectively 38,644 28,738

Prepaid expenses and other current assets 19,915 14,472
Current deferred income taxes 13,832 14,235
Total current assets 79,506 79,095

Fixed assets, net 137,312 116,462
Goodwill 145,070 120,507
Other intangibles, net 38,150 28.720
Noncurrent deferred income taxes 5,858 6,467
Other assets 3,474 2,448
Total assets $ 409,370 $ 353,699

Liabilities and Stockholders’ Equity

Currenr liabilities:

Current portion of long-term debt $ 4,376 $ 628
Line of credit payable 35,000 -
Accounts payable and accrued expenses 54,242 54,478
Deferred revenue 40,884 40,018
Income taxes payable 5,507 3,260
Other current liabilities 11,350 5,727
Toral current liabilities 151,359 104,111
Long-term debt, net of current portion 77 684
Accrued rent and related obligations 10,651 7,440
Orher long-term liabilities 7,296 5,916
Deferred revenue, net of current portion 13,467 16,174
Deferred income taxes 2,682 2,195
Total liabilities 185,532 136,520

Commitments and contingencies {Note 13)

Stockholders’ equity:
Preferred stock, $0.01 par value: 5,000,000 shares
authorized, none issued or outstanding
Common stock, $0.01 par value:
Authorized: 50,000,000 shares ac
December 31, 2006 and 2005
Issued: 27,942,000 and 27,462,000 shares at
December 31, 2006 and 2003, respectively
Outstanding: 26,095,000 and 27,144,000 shares

at December 31, 2006 and 2003, respectively 279 274
Additional paid-ir capitat 123,869 112,511
Deferred compensation — (1,231}
Treasury stock, at cost: 1,847,000 and 318,000 shares

at December 31, 2006 and 2005, respectively {65,283) {11,234}
Cumulative eranslation adjustment 9,546 3,155
Retained earnings 155,427 113,704

Total stockholders’ equity 223,838 217,179

Total liabilities and stockholders’ equiry 3 409,370 3 353,699

22

The accompanying notes are an integral part of the consolidated financial staterments.




CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

Year Ended Decernber 31, 2006 2005 2004

Revenue $ 697,865 $ 625259 $ 551,763

Cost of services 559,591 509,970 459,810
Gross profit 138,274 115,289 91,953

Selling, general and

administrative expenses 63,235 52,717 44,188
Amortization 3,376 1,916 1,012

Income from operations 71,663 60,656 46,753
Interest income 452 1,477 508
Interest expense (848) {191) (165)

Income before income taxes 71,267 61,942 47,096
Income tax expense 29,544 25,241 19,768

Net income $ 41,723 $ 36,701 $§ 27,328
Earnings per share:

Basic $ 1.58 3 1.35 $ 1.03

Diluted 3 1.52 $ 1.29 $ 0.98

Weighted average number of
common shares outstanding;
Basic 26,338 27,123 26,511

Diluted 27,391 28,392 27,846

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

(in thousands)
Additional Treasury Cumulative Toul
Common Stock Paid In Stack, Transition Rewined Deferred Stockholders’  Comprehens
Shares Amount Capital at cost Adjustment Earnings Compensation Equity Income
Balance at December 31, 2003 26,170 3 262 $ 921101 $ — $ 4481 $ 49,675 $ (13) 3 145,506
Exercise of stock options 654 6 5,690 — — — — 5,696
Stock-based compensation 46 — 2,114 — — — (1,072) 1,042
Tax benefir from the exercise of stock options — — 2,679 — — — - 2,679
Translation adjustment — — — — 3,993 — — 3,993 § 3,993
Net income — — — — — 27.328 — 27,328 27.328
Comprehensive net income for the year ended December 31, 2004 $ 31,321
Balance at December 31, 2004 26,870 $ 268 $ 101,584 3 — $ 8474 $ 77,003 § (1,085 $ 186,244
Exercise of stock options 537 6 5,664 — — — — 5,670
Stock-based compensation 55 — 1,920 - — — {146) 1,774
Tax benefit on vested resricted stock — — 27 — — — — 27
Tax benefit from the exercise of stock options — — 3,316 — — — — 3,316
Purchase of treasury stock — — — {11,234) — — — {11,234)
Translaton adjustment — — — - (5,319) — — (5319) §(5319
Net income — — — — — 36,701 — 36,701 36,701
Comprehensive net income for the year ended December 31, 2005 $ 31,382
Balance at December 31, 2005 27.462 $ 274 $ 112,511 $ (11,234) $ 3155 $ 113,704 $ (231 % 217,179
Reversal of deferred compensation
upon FAS 123R adopdon — — {1,231) - — — 1,231 —
Exercise of stock options 439 4 5117 — — — — 5,121
Lssuance of unvested restricted stock 41 1 480 — — — — 481
Stock-based compensation — — 3,554 — — — — 3.554
Tax benefit on vested restricted stock — — 45 — — — — 45
Tax benefit from the exercise of stock options — — 3,393 - — — — 3,393
Putchase of treasury stock — — — (54,049) _ — — (54,049
Translation adjusement — — — — 6,391 —_— — 6391 % 639
Net income — — — — — 41,723 — 41,723 41,723
Comprehensive net income for the year ended December 31, 2006 § 48,114
Balance at December 31, 2006 27,942 $ 279 $ 123,869 $ (65,283) $ 9,546 $ 155,427 $ — $ 223,838

The accompanying notes are an integral part of the consolidated financial statements.
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! CONSQLIDATED STATEMENTS OF CASH FLOWS

! {in thousands)
‘ Year ended December 31, 2006 2005 2004
| Cash flows from operating activiries:
i Net income $ 41,723 $ 36,701 $ 27328
Adjustments to reconcile net income to
' net cash provided by operating activities:
Depreciation and amortizacion 18,856 14,510 12,357
Non-cash revenue and other (1,012) (1,264) (613)
Asset write-downs and loss
1 on disposal of fixed assets 99 266 299
Stock-based compensation 3,554 978 1,042
| Deferred income taxes 263 (5,253} (987)
Tax benefit realized from
stock oprion exercises — 3,343 2,679
Changes in assets and liabilities,
' net of acquired amounts:
Accounts receivable (9,074) (2,026) 2,166
| Prepaid expenses and other current assets (5,131) (2,257) (3,609
| Income taxes 2,683 4,825 (1,146)
Accounts payable and accrued expenses (1,528) 1,579 (2,37%)
! Deferred revenue 352 3,980 (2,559
: Accrued rent and related obligations 3,199 213 2,230
‘ Other assets . 112 {1,085) 286
Other current and long-term liabilities 568 (4,391) 177
i Net cash provided by operaring uctivides 54,664 50,112 37,275
' Cash flows from investing activities:
Addirions to fixed assets, net of
. acquired amounts (32,715) (15,599} {12,970)
Proceeds from the disposal of fixed assets 244 5.605 B84
Other assets (890) — -
Payments for acquisitions, net of cash acquired (24,771) (54,923) (20,987)
Net cash used in investing activides (58,132) (64,917) (33,873)
Cash flows from financing activities:
Proceeds from the issuance of common steck 5,602 6,466 5,696
Purchase of treasury stock (54,049) (11,234) —
Excess tax benefit from stock-based compensution 2,610 — —
Principal payments of long-rerm debt (640) (778) (743)
C Borrowings from line of credic, net 35,000 — —
1 Net cash (used in) provided by
financing zcrivities (11,477) (5,546) 4,953
Effect of exchange rates on cash and cash equivalerts 410 (478) 218
Ner {decrease) increase in cash and cash equivalenes (14,535) (20,822) 8,573
Cash and cash equivalents, beginning of year 21,650 42,472 33,899
Cash and cash equivalents, end of year $ 7,115 $ 21,650 $ 42472

|

f

|

g

) The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1 | ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization

Bright Horizons Family Solutions, Inc. (*Bright Horizons” or the “Company”) provides workplace services for employers and families
throughout the United States, Puerto Rico, Canada, Ireland, and the United Kingdom. Workplace services include center-based child
care, education and enrichment programs, elementary school education, back-up care, college admissions counseling, and other family

support services.

The Company operates its early care and education centers under various types of arrangements, which generally can be classified into two
categorics: {i) the management or cost plus (“Cost Plus”) model, where Bright Horizons manages a work-site early care and education center
under a cost-plus arrangement with an employer sponsor, and {ii) the profit and loss (“P&L") model which can be either (a) sponsored,

where Bright Horizons provides early care and cducational services on a priority enrollment basis for employees of a single employer sponsor
or consortium of employer sponsors, or (b) a lease model, where the Company may provide priority eatly care and education to the employees

of multiple employers locared within a real estate developer's property or the communiy at large.

Principles of Consolidation
The consclidated financial statements include the accounts of the Company and its subsidiaries. Intercompany balances and transactions

have been eliminared in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management
‘to make estimates and assumptions that affect the reported amounts of assets and liabilitics and disclosure of contingent assets and liabiliries
at the date of the financial statements, as well as the reported amounts of revenue and expenses during the reporting period. The primary
estimates in the Company’s consolidated financial statements include, but arc not limited 10, allowance for doubtful accounts, goodwill

and intangjble assets, liability for insurance obligations, and income taxes. Actual results may differ from managements estimates.

Foreign Operations

The functional currency of the Company's foreign subsidiaries is their local currency. The assets and liabilities of the Company's foreign
subsidiaries are translated inte U.S. dollars at exchange rates in effect at the balance sheet date. Income and expense items are translated at
the average exchange rates prevailing during the period. The cumulative translation effect for subsidiaries using a functional currency other

than the U.S. dollar is included as a cumulative translation adjustment in stockholders' equity and-as a component of comprehensive income.



The Company’s intercompany accounts are typically denominarted in the functional currency of the foreign subsidiary. Gains and losses
resulting from the remeasurement of intercompany receivables that the Company considers to be of a long-term investment nature are recorded
as a cumulative translation adjustment in stockholders’ equity and as a component of comprehensive income, while gains and losses resulting
from the remeasurement of intercompany receivables from those international subsidiaries for which the Company anticipates sertlement in the
foreseeable future are recorded in the consolidated statements of operations. The net gains and losses recorded in the consolidated statements of

operations were not significant for the periods presented.

Business Risks
The Company is subject 10 certain risks common to the providers of early care and education services, including dependence on key personnel,
dependence on client relationships, competition from alternate sources or providers of the Company’s services, marker acceprance of work and

family services, the ability to hire and retain qualified personnel and general economic conditions.

Concentrations of Credit Risk and Fair Value of Financial Instroments

Financial instruments thar potentially expose the Company to concentratiens of credit risk consist mainly of cash and cash equivalents and
accounts receivable. The Company maintains its cash and cash equivalents in financial institutions of high credic standing. The Company’s
accounts receivable, which are derived primarily from the services it provides, are dispersed across many clients in various industries with no
single client accounting for mote than 10% of the Company’s net sales or accounts receivable in 2006 or 2005. The Company believes that
no significant credic risk exists at December 31, 2006 or 2005, and that the carrying amounts of the Company’s financial instruments

approximate fair market value.

Cash Equivalents

The Company considers all highly liquid investments with a maturity of three months or less at the time of purchase to be cash equivalents.
Cash equivalents consist primarily of instirutional money marker accounts. The carrying value of these instruments approximates market
value due to their short term narure.

Accounts Receivable

The Company generares accounts receivable from fees charged to parents and client sponsors and, to a lesser degree, government agencies.
The Company monitors collections and payments from these customers and maintains a provision for estimated losses based on historical
trends, in addition 1o provisions established for specific customer collection issues thar have been identified. Accounts receivable is stated

net of this allowance for doubtful accounts.

Fixed Assets

Property and equipment, including leasehold improvements, are carried at cost less accumulated depreciation or amortization. Depreciation
is calculated on a straight-line basis over the estimated useful lives of the assets. Leasehold improvements are amortized on a straight-line basis
over the shorter of the lease term or their estimated useful life, Expendirures for maintenance and repairs are expensed as incurred, whereas
expenditures for improvements and replacements are capitalized. The cost and accumulated depreciation of assets sold or otherwise disposed

of are removed from the balance sheet and the resulting gain ot loss is reflected in the consolidated statements of income.




2006 DRIGHNT HORIZONS PAMILY 5@&@1]’11@13‘;1 ANNUAL REPORT

28

Goodwill and Intangible Assets
Goodwill and other intangible assets principally consist of goodwill, various customer relationships and contract rights, non-compere

agreements and trade names.

Bright Horizons accounts for acquisitions in accordance with the provisions of Statement of Financial Accounting Standards (*SFAS”) No. 141,
“Accounting for Business Combinations” (“SFAS 1417), which requires that the aggregate purchase price of acquired entities be allocated o the
fair value of identifiable assets and liabilities with the residual amount being allocated to goodwill. The identifiable assets can include intangible
assets such as trade names, customer relationships and non-competes that are subject to valuation. In those instances where the Company has
acquired a significant amounr of intangible assets, management engages an independent third party to assist in the valuation. Valuation
methodologies use amongst other things: estimates of expected useful life; projected revenues, operating margins and cash flows; and weighted
average cost of capital.

In accordance with SFAS No. 142, “Goodwill znd Orther Intangible Assets” (*SFAS 1427}, goodwill and intangible assets with indefinite

lives are not subject to amortization, but are monitored annually for impairment, or more frequently if there are indicators of impairment.
The Company tests for impairment by comparing the fair value of each reporting unit, determined by estimaring the present value of expected
future cash flows, to its carrying value. In the fourth quarter of 2006 and 2005, the Company performed its annual impairment test and
determined thar no impairment loss should be recognized. However, there can be no assurance that such a charge will not be recorded in
future periods. Intangjble assets that are separable from goodwill and have determinable useful lives are valued separately and are amortized

over the estimated period benefited, ranging from one to twency-two years.

_Impairment of Long-Lived Assets

The Company reviews long-lived assets for possible impairment whenever events or changes in circumstances indicate that the carrying amount
of such assets may not be recoverable in accordance with SFAS No. 144, “Accounting for the [mpairment and Disposal of Long-Lived Assets”.
Impairment is assessed by comparing the carrying amount of the asset to the estimated undiscounted future cash flows over the asser’s
remaining life. If the estimated cash Aows are less than the carrying amount of the asset, an impairment loss is recognized to reduce the carrying

amount of the asset to its estimated fair value less any disposal costs.

Deferred Revenue

The Company records deferred revenue for prepaid tuitions and management fees, employer-spensor advances and assets received on
consulting or development projects in advance of services being performed. The Company is also party to agreements where the performance
of services extends beyond the current operating cycle. In these circumstances, the Company records a long-term obligation and recognizes

revenue over the period of the agreement as the services are rendered.

Leases and Accrued Rent

The Company leases space for its centers and corporate offices. Leases ate accounted for under the provisions of SFAS No. 13, “Accounting
for Leases”, as amended, which requires that leases be evaluated and classificd as operating or capiral for financial reporting purposes. The
Company recognizes rent expense from operating leases with periods of free and scheduled rent increases on a straight-line basis over the

applicable lease term. The difference berween rents paid and straight-line rent expense is recorded as accrued renr.



Other Long-Term Liabilities
Other long-term liabilities consist primarily of amounts payable o clients pursuant to terms of operating agreements or for deposits held

by the Company.

Income Taxes

The Company accounts for income taxes using the asset and liabilicy method in accordance with SFAS No. 189, "Accounting for Income
Taxes" (“SFAS 109”). Under the asset and liability method, deferzed tax assets and liabilities are recognized for the furure tax consequences
auributable to temporary differences between the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to raxable income in the years in which
those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabiliries of a change in rax rates
is recognized in income in the period thar includes the enactment date. The Company records a valuation allowance to reduce the carrying
amount of deferred tax assecs if it is more likely than not that such asset will not be realized. Additional income tax expense is recognized
as a result of valuation allowances. The Company does not recognize a tax benefit on losses in foreign operations where it does not have a
history of profitability or on certain expenses, which only become deductible when paid, the timing of which is uncertain. The Company

records penalties and interest on income tax related items as a component of tax expense.

Revenue Recognition

The Company recognizes revenue in accordance with Security and Exchange Commission (“SEC”) Staff Accounting Bulletin (*SAB”)

No. 101, “Revenue Recognition in Financial Statements”, as modified by Emerging lssues Task Force (“EITF”) No. 00-21, “Revenue
Arrangements with Multiple Deliverables”, and SAB No. 104} “Revenue Recognition”, which require thar four basic criteria be mer before
recognizing revenue: persuasive evidence of an arrangement exists, delivery has occurred or services have been rendered, the fee is fixed and
determinable, and collectibility is reasonably assured. In those circumstances where the Company enters into arrangements with a cliene chat
involve multiple revenue elements, the consideration is allocated to the elements based on the fair value of the individual services and revenue
recognition is considered separately for each individual element. Center-based care revenues consist primarily of tuition, which is comptised

of amounts paid by parents, supplemented in some cases by payments from sponsors and, to a lesser extent, by payments from government
agencies, Revenue may also include management fees, opetating subsidies paid either in lieu of or to supplement parent tuition, and fees for
other services. The Company recognizes revenue on a gross basis in accordance with EITF No. 99-19, “Reporting Revenue Gross as a Principal
versus Net as an Agent”, as services are petformed. Under all types of operating arrangements, the Company retains tesponsibiliry for all aspects
of operating the early care and education centers, including the hiring and paying of employees, contracting with vendors, purchasing supplies,

and collecting tuition and related accounts receivable.

The Company enters into contracts with its empleyer spansors to manage and operate their early care and education centers under various
terms. The Company's contracts to operate early care and education centers are generally three to five years in length with varying renewal

options. The Company’s contracts for back-up arrangements are typically renewed on an annual basis.
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Stock-Based Compensation

Effective January 1, 2006, the Company adopted the provisions of SFAS No. 123R, “Share-Based Payment” (“SFAS 123R"), and Staff
Accounting Bulletin No. 107 (“SAB 107") using the modified prospective method, which resulis in the provisions of SFAS 123R being
applied to the consolidated financial statements on a prospective basis. Under the modified prospective recognition method, restatement

of consolidated income from prior periods is not required, and accordingly, the Company has not provided such restatements. Under the
modified prospective provisions of SFAS 123R, compensation expense is recorded for the unvested portion of previously granted awards
that were outstanding on January 1, 2006 and all subsequent awards. SFAS 123R requires that all stock-based compensation expense be
recognized in the financial satements bascd on the fair value of the awards, Stack-based compensation cost is measured at the grant date
based on the fair value of the award and is recognized as expense over the requisite service period, which generally represents the vesting
period, and includes an estimate of awards that will be forfeited. The Company calculates the fair value of stock options using the Black-
Scholes option-pricing model and the fair value of restricted stock based on intrinsic value at grant date. SFAS 123R also amends SFAS

No. 95, “Statement of Cash Flows”, to require that excess tax benefits related to stock-based compensation be reflected as cash flows from
financing acrivities rather than cash flows from operating activities. The balance of deferred compensation expense recorded on the balance
sheet at December 31, 2005, totaling approximarely $1.2 million, which was accounted for under Accounting Principles Board ("APB") 25,
“Accounting for Stock Issued to Employees™ (“APB 257}, was reclassified 1o Additional Paid-in Capital upon implementation of SFAS 123R.

Earnings Per Share

The Company accounts for earnings per share in accordance with SFAS No. 128, "Earnings per Share” (“SFAS 128”). Under the provisions
established by SFAS 128 earnings per share is measured in two ways: basic and diluted. Basic earnings per share is computed by dividing net
income by the weighted average number of common shares outstanding at the end of the year. Diluted earnings per share is computed by
dividing net income by the weighted average number of common shares outstanding, which includes the additional ditution related to

preferred stock, restricted stock, oprions and warrants, if applicable.

Comprehensive Income
The Company’s comprehensive income for the years ended December 31, 2006, 2005, and 2004 is comprised of ner income and foreign

currency translation adjustments.

2006 2005 2004
{In cthousands)

Net income $ 41,723 $ 36,701 $ 27,328
Foreign currency translation adjustments 6,391 (5,319 3,993
Comprehensive income $ 48,114 3 31,382 $ 31,321

Recent Accounting Pronouncements

In July 2006, the FASB issued Interpretation (“FIN”) No. 48, “Accounting for Uncertainry in Income Taxes” (“FIN 487), an interpretation
of SFAS 109, FIN 48 clarifies the accounting for uncertainty in tax positions and requires that the impact of tax positions be recorded in
the financial starements if it is more likely than not that such positions will be sustained on audit, based on the rechnical merits of the
positions. The provisions of FIN 48 are effective for fiscal years beginning after December 15, 2006. The Company has completed a
preliminary evaluation of FIN 48 and does not expect the adoption of FIN 48 to have a material impact on its consolidated financial

~ position and results of operations.



In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 1577), which addresses how companies should
measure fair value when they are required o use a fair value measure for recognition or disclosure purposes under generally accepted

accounting principles in the United States. The provisions of SFAS 157 are effective for fiscal years beginning after November 15, 2007.
The Company has not yer adopted this pronouncement and is currently evaluating the expected impacr thar the adoption of SFAS 157

will have on its consolidated financial position and results of operations.

2 | ACQUISITIONS

On August 31, 2006, the Company completed the strategic acquisition of College Coach, LLC (*College Coach”), a privately held provider
of employer-sponsored college admissions counseling services with operations in the United States. The addition of College Coach enhances
the Company's service offerings to help its client companies further support their employees and families. Bright Horizons purchased
substantially all of the assecs of College Coach for consideration of $11.3 million. Additional cash consideration may be payable over the next
five years, if specific performance targets are met by College Coach. Any additional payments related to this contingency will be accounted for
as additional goodwill. The purchase price has been allocated to the acquired assets and liabilicies based on the estimared fair value of the assets
acquired and liabiliries assumed ar the date of acquisition. The Company acquired assets of $2.2 million, including cash of $1.4 millien, and
assumed liabilities of $1.5 million. The Company recorded goodwill of $2.2 million, trade name of $2.4 million and customer relationships of
$6.0 million related to this transaction. The trade name acquired was determined to have an indefinite life, not subject to amortization, but to
annual impairment testing, The customer refationships will be amortized over its useful life of 11 years. The purchase accounting for College
Coach has not been finalized, which the Company expects to complete in 2007.

In 2006, the Company also acquired substantially all of the assets of a group of seven child care and education centers in the United States and
of one single-sire child care and education company in the United Kingdom. In addition, the Company acquired the outstanding stock of two
mutti-site child care and educarion companies in the United Kingdom. The aggregate consideration for the four acquisitions was $21.1 million,
which included notes payable of $3.6 million that were issued in conjunction with one of the stock purchases in the United Kingdom. The
purchase prices have been allocated based on the estimared fair value of the assets acquired and liabilities assumed at the date of acquisition.
The Company acquired assets of $4.6 million, including cash of $2.7 million, and assumed liabilities of $3.4 million. In conjunction with the
four acquisitions the Company recorded goodwill of $17.2 million and other identified intangible assets of $3.3 million consisting of customer
relarionships, trade names and non-compete agreements. The identified intangible assets will be amortized over periods of 2 — 4 years, except
for $430,000 allocared ro an acquired trade name, which has an indefinite life. The Company also recorded deferred tax liabilities of $615,000
related to intangible assets subject to amortization which will not be deductible for cax purposes. The purchase accounting for these acquisitions
has not been finalized, which the Company expects to complete in 2007.

In 2005, the Company acquired ChildrenFirst, Inc., a privately held operator of 33 employer-sponsored back-up child care centers in the US
and Canada. In addition, the Company acquired substantially all the assets of a domestic multi-site and a domestic single-site child care and
early education companies. The aggregate cash paid by the Company for the three acquisitions was $66.0 million. The purchase prices have
been allocated based on the estimated fair value of the assets acquired and liabilities assumed at the date of acquisition, which included, among

other items, cash of $11.1 million, fixed assets of $8.3 million, and net current liabilities of $17.8 million thar were comprised primarily of
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deferred revenue. In conjunction with the acquisitions the Company recorded goodwill of $51.2 million and other identified intangible assets
of $18.9 million consisting of customer relationships, trade names and non-compete agreements. The identified intangible assets are being
amortized over periods of 3 — 14 years based on estimated lives. The Company also recorded deferred tax liabilities of $7.4 million related 1o
intangible assets subject to amortization which will not be deductible for tax purposes.

In 2004, the Company acquired the outstanding stock of two mulri-site child care and early education companies in the United Kingdom

and purchased the assets of two domestic single-site child care and early education companies. The Company also acquired certain real estate
in connection with one of the domestic single-site acquisitions. The Company paid aggregate consideration of approximately $23.5 million

for the four acquisitions. The purchase prices have been allocated based on the estimated fair value of the assets acquired and liabilities assumed
at the date of acquisition. The Company recorded goodwill of $14.6 million and other identified intangible assets of $7.5 million. The
identified intangible assets are being amortized over periods of 3 - 22 years based on estimated lives. The Company also recorded deferred tax

liabilities of $2.2 million related to intangible assets subject to amertization which will not be deductible for tax purposes.
The above transactions have been accounted for under the purchase method of accounting, and the operating results of the acquired businesses
have been included in the Company’s consolidated results of operations from the respective dates of acquisition. These acquisitions were not

material to the Company’s consolidated financial position or results of operation, and therefore no pro forma information has been presented.
The Company estimates that $8.4 million of goodwill related to the 2006 acquisitions will be deductible for tax purposes.

3 | PREPAID EXPENSES AND OTHER CURRENT ASSETS

Prepaid expenses and other current assets consist of the following:

December 31, December 31,
2006 2005
(In thousands)

Prepaid workers compensation insurance $ 7,960 $ 7294
Prepaid rent and other occupancy costs 4,041 3.114
Reimbursable costs 2,244 —
Prepaid insurance 719 1,252
Other prepaid expenses and current assets 4,951 2,812

$ 19,915 $ 14,472

Under che terms of the Company’s workers compensation policy, the Company is required to make advances to its insurance carrier pertaining

10 anticipared claims for all open plan years.



4 | FIXED ASSETS

Fixed assets consist of the following:

Estimated useful December 31, December 31,
lives (years) 2006 2005
{In thousands)
Buildings 20 - 40 $ 62,363 $ 59,064
Furniture and equipment 3-10 42,209 35,787
Leaschold improvements Shorter of 3 years
or life of lease 87,222 64,322
Land — 12,417 11,884
204,211 171,057
Accumulated depreciation
and amortization (66,899) (54,595)
Fixed assets, net $ 137,312 3 116,462

The Company recorded depreciation expense of $15.5 million, $12.6 million and $11.3 million in 2006, 2005, and 2004, respectively.
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5 | GOODWILL AND INTANGIBLE ASSETS

The changes in the carrying amount of goodwill for the years ended December 31, 2006 and 2005 are as follows:

Center-based Other Ancillary
Care Services Total
{In thousands)

2006:
Beginning balance $120,507 $ — $ 120,507
Net goodwill additions

during the period 17,358 2,186 19,544
Effect of foreign

currency translation 5,019 —_ 5,019
Ending balance $ 142,884 $ 2,186 $ 145,070
2005:
Beginning balance $ 72,987 5 - $ 72987
Net goodwill additions

during the period 51,383 -— 51,383
Effect of foreign

currency translation (3,863) —_ {3,863}

Ending balance $ 120,507 $ — $ 120,507
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The following tables reflect intangible assets that are subject to amortization under the provisions of SFAS No. 142.

Weighted average Accumulated  Ner Carrying
amortization petiod Cost Amortization Amount
{In thousands)
December 31, 2006:
Contractual rights and
customer relationships 13.2 years $ 40,974 $ 6,237 $ 34,737
Trade names 2.9 years 726 586 140
Non compete agreements 3.5 years 422 306 116
$ 42,122 $ 7,129 $ 34,993
December 31, 2005:
Contracrual rights and
customer relationships 14.3 years $ 30979 $ 2863 $ 28,116
Trade names 2.8 years 653 451 202
Non compete agreements 3.1 years 355 264 91
$ 31,987 $ 3,578 $ 28,409

The Company has trade names with net carrying values of $3.2 million and $311,000 at December 31, 2006 and 2005, respectively,

which were determined to have indefinite useful lives and are not subject to amortization under the provisions of SFAS 142. On an

annual basis, these trade names are subjecrt to an evaluation of the remaining useful life with respect to having an indefinite life, as well

as testing for impairment. No impairment losses were recorded in 2006, 2005, and 2004, in relation to trade names with indefinite useful

tives. The change in carrying amount of these assets is due 10 assers acquired in acquisitions and o foreign currency wranslation.

The Company recorded amortization expense of $3.4 million, $1.9 million and $1.0 millisn in 2006, 2005, and 2004, respectively.

"The Company estimates that it will record amortization expense related to existing intangible assets as follows over the next 5 years:

Estimated Amortization Expense

2007
2008
2009
2010
2011

(In millions}

@ 5 O 8 n

4.4
38
32
27
2.5
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6 | ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses consist of the following:

_December 31, December 31,
2006 2005
(In thousands)
Accounts payable $ 3,004 £ 2986
Accrued payroll and employee benefits 30,628 30,398
Accrued insurance 8,891 10,098
Accrued professicnal fees 1,163 1,584
Accrued occupancy costs 897 864
Accrued other expenses 9,649 8,548
$ 54,242 $ 54.478
7 | OTHER CURRENT LIABILITIES
Other currenc liabilities consist of the following:
December 31, December 31,
2006 2005
{In thousands}
Customer amounts on deposit $ 6,03 $ 1912
Employee payroll withholdings 671 942
Acquisirion related costs 100 979
Other miscellaneous liabilities 4,540 1,894

$ 11,350 $ 5727
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8 | LINES OF CREDIT AND SHORT-TERM DEBT

The Company has a credit agreement providing for a five-year unsecured revelving credit facility in the amount of $60 million, maturing
July 22, 2010, with any amounts cutstanding at that date payable in full. The revolving credit facility includes an accordion feature allowing
the Company to increase the amount of the revolving credit facility by an additional $40 million, subject to lender commitments for the
addirional amounts.

The Company may use the net proceeds of the borrowings under the revolving credic facility for general corporate purposes, including
acquisitions. At the Company’s option, advances under the revolving credir facility will bear interest at either i} the greater of the Federal
Funds Rate plus 0.5% or Prime, or ii) LIBOR plus a spread depending on the Company’s leverage ratio. Commitment fees on the unused
portion of the line are payable ar a rate ranging from 0.125% to 0.200% per annum depending on the Company’s leverage ratio. The credit
agreement requires compliance with specified financial ratios and tests, including a maximum leverage ratio, 2 minimum debt service coverage
ratio and a minimum shareholders’ equity requirement. The Company was in compliance with all covenants on its line of credic at December
31, 2006 and 2005. In 2006, the Company had petiodic borrowings and repayments under the revolving credit facilicy. At December 31,
2006 the Company had borrowings outstanding of $35.0 million. The interest rate on the Company's outstanding borrowings at December
31, 2006 was 6.4%, which was approximately the same as the weighted average interest rate for the period. The Company had no outstanding
amounts due on the revolving credit facility at December 31, 2005 and no borrowings were made during 2005.
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9 | LONG-TERM DEBT
Long-term debt consists of the following:
December 31, December 31,

2006 2005
(In thousands)

Notes payable to individuals denominared in
pounds sterling bearing interest at the
Barclays Bank PLC Base Rate (5.0% at
December 31, 2006} less 1.5%, with
semi-annual payments of interest only.
The notes are callable in whole ot part by
the individuals with 30 days notice and
are fully payable August 2016. $ 3,746 3 o

Note payable to a client, with monthly payments
of approximarely $53,800 including interest
of 5.75%, with final payment due January
2008; secured by the Company’s leasehold
interest in the center. 677 1,264

Note payable to a financial institution denominared
in Euro’s with monthly payments of approximately
$600 including interest of 3.6%, with final
payment due August 2011; secured by related
fixed asset. 30 —

Note payable to a financial institution with
monthly payments of approximately $5,000
including interest of 10%, repaid in 2006, — 24

Note payable to a state agency with monthly
payments of approximately $800 including
interest of 5.0%, repaid in 2006. — 14

Note payable to a financial institution with monthly
payments of approximately $700 including

interest of 10%, repaid in 2006. — 10
Total debt 4,453 1,312
Less current macurities (4,376) (628)

Long-term debt 3 77 $ 684




10 | INCOME TAXES

Income tax expense for the years ended December 31, 2006, 2003, and 2004 consists of the following:

2006 2005 2004
(In thousands)
Current tax expense
Federal $ 22,177 $ 23376 3 15,911
State 5,708 6,627 4,514
Foreign 1,073 247 315
28,958 30,250 20,740
Deferred tax expense (benefit}
Federal 841 (4,254) (277)
State 115 (968) (452}
Foreign (370) 213 (243)
586 {5,009) (972)
Income tax expense $ 29,544 $ 25241 $ 19,768

Following is a reconciliation of the U.S. Federal statutory rate to the effective rate for the years ended December 31, 2006, 2005, and 2004:

2006 2005 2004
(In thousands)

Fedetal tax computed at statutory rate $ 24,943 $ 21,682 $ 16,484
State taxes on income, net of

federal tax benefit 3,785 3,267 2,309
Valuarion allowance 1,340 1,262 1,274
Permanent difference and other, net (524) (970) (299)
Income tax expense $ 29,544 ¥ 25,241 $ 19,768
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Significant components of the Company’s net deferred tax asscts at December 31, 2006, 2005, and 2004 are as follows:

2006 2005 2004
{In thousands}
Deferred tax assets
Net operating loss carryforwards $ 1,835 $ 2,025 $ 1,259
Reserve on assets 470 493 609
Liabilities not yet deductible 20,003 17,872 15,079
Deferred revenue 5,315 6,394 2,254
Depreciation 10,596 8,542 4,901
Amortization 129 360 168
Other 1,811 750 445
Valuation allowance {4,505) (2,869) (2,3020)
35,654 33,569 22,413
Deferred tax liabilities
Amortization (15,719} (11,351) {(3,402)
Depreciation (2,927} (3,711) (3,188)
Ner deferred tax assets $ 17,008 $ 18,507 $ 15,823

As of December 31, 2006, the Company has federal net operating loss carryforwards of approximately $2.5 million, which are subject to
annual limitations and are available to offset certain current and future taxable earnings and expire at various dates, the earliest of which is
December 31, 2019. The Company also has net operating losses in a number of states totaling approximately $5.7 million for which the
Company has recorded a deferred tax asset of approximately $300,000, which may only be used to offset operating income of certain of the
Company's subsidiaries in those particular states. Management believes the Company will generate sufficient furure taxable income to realize
net deferred tax asscts prior to the expiration of the net operating loss carryforwards recorded and that the realization of the net deferred tax
asset is more likely than not. The Company has recorded valuation allowances on certain deferred tax assets related 1o losses in foreign
operations where it does not have a history of profitability, as well as certain liabilities recorded which are subject to being settled in cash

in order to be deductible, the timing of which is uncertain.

The Company has filed its tax returns in accordance with the tax laws in each jurisdiction and maintains rax reserves for differences berween
actual results and estimated income taxes for exposures that can be reasonably estimated. At December 31, 2006, the Company had recorded
$2.3 million for these exposures, including penalties and interest. In the event that actual results are significandy different from these estimates,
the Company’s provision for income taxes could be significantly impacted in future periods. The Company is currently under audit for its 2004
federal income tax return.



11 | STOCKHOLDERS EQUITY AND STOCK-BASED COMPENSATION

The Company has an incenrive compensation plan under which it is authorized to grant both incentive stock options and non-qualified stock
optiens to employees and direcrors, as welt as other stock-based compensation. Under the terms of the 2006 Equity and Incentive Plan {the
“Plan”), which was approved by shareholders in June 2006, approximately 1.8 million shares of the Company’s Common Stock are available for
distribution upon exercise. As of December 31, 2006, there were approximately 1.7 million shares of Common Stock available for grant under
the Plan.

Effective January 1, 2006, the Company adopted the provisions of SFAS 123R and SAB 107 using the modified prospective method, which
resules in the provisions of SFAS 123R being applied to the consolidated financial statements on a prospective basis. Under the modified
prospective recognition method, restatement of consolidated income from prior periods is not required, and accordingly, the Company has not
provided such restatements. Under the modified prospective provisions of SFAS 123R, compensation expense is recorded for the unvested
portion of previously granted awards that were outstanding on January 1, 2006 and all subsequent awards. SFAS 123R requires thar all stock-
based compensation expense be recognized in the financial statements based on the fair value of the awards. Stock-based compensation cost is
measured at the grant date based on the fair value of the award and is recognized as expense aver the requisite service period, which generally
represents the vesting period, and includes an estimare of awards that will be forfeited. Consistent with the valuation method previously used
for the disclosure-only pro-forma provisions of SFAS 123, the fair value of stock oprions is calculated using the Black-Scholes option-pricing
model. As requited under the new standards, compensation expense is based on the number of options expected to vest. Forfeitures estimated
when recognizing compensation expense are adjusted when actual forfeitures differ from the estimate. The fair value of the Company’s grants of
non-vested stock (“Restricted Stock”™) and non-vested stock units “Restricted Stock Units®) are based on intrinsic value. Restricted Stock and
stock options granted under the plan typically vest over periods that range from three to five years. Stock options typically expire at the earlier
of seven to ten years from date of grant or three months after termination of the holder's employment with the Company, unless otherwise

determined by the Compensation Committee of the Board of Direcrors.
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The Company recognized the impact of all stock-based compensation in its consolidated statement of income, and did not capitalize any

amounts on the consolidated balance sheet. The following table presents the stock-based compensation included in the Company’s consoclidared
statement of income and the effect on earnings per share:

Year ended
December 31, 2006

(In thousands, except per share data)

Stock-based compensation expense:

Cost of services $ 354
Selling, generat and administrative 3,200
Stock-based compensation before tax 3,554
Income tax benefit 1,059
Ner stock-based compensation expense $ 2,495

Effect on earnings per share:
Basic earnings per share $ (.09
Diluted earnings per share $ (0.09)

In the year ended December 31, 2006 the Company recorded an excess tax benefit related to the vesting or exetcise of equity instruments of

$2.6 million as a cash flow from financing activities, which prior to the adoption of FAS 123R would have been reported as a cash flow from
operating activities.

Prior to the adoption of SFAS 123R and SAB 107, the Company followed APB 25, and compensation cost related to employee stock options
was generally not recognized because options were granted with exercise prices equal to or greater than the fair marker value at the date of
grant. The Company accounted for options granted to non-employees using the fair value method, in accordance with the provisions of
SFAS 123, as amended by SFAS No. 148, “Accounting for Stock-Based Compensadon — Transition and Disclosure”. Had compensation
cost for the stock option plans been determined based on the fair value at the grant date for awards in 1993 through December 31, 2005,
consistent with the provisions of SFAS 123R, the Company's net income and earnings per share would have been reduced 1o the following
pro forma amounts:



:

Years ended December 31,
2005 2004
{In thousands, except per share data)

Net income, as reported § 36,701 $ 27,328
Add: Stock-based compensation expense

included in reported net income,

net of relared tax effects 621 686
Deduct: Total stock-based compensation

expense determined under fair valus based

method for all awards, net of related tax effects (4,375) (2,992)
Pro forma $ 32,947 $ 25,022
Earnings per share - Basic:

As reported $ 135 $ 103

Pro forma $§ 121 $ 094
Earnings per share - Diluted:

As reported 3 129 § 098

Pro forma $ lle 3 050

There were no share-based liabilities paid during the years ended December 31, 2006, 2005, and 2004,

Stock Options
The fair value of each stock option granted was estimated on the date of grant using the Black-Scholes option pricing model using the

following weighted average assumptions (expected volatility is based upon the historical volatility of the Company’s stock price):

Years ended December 31,

2006 2005 2004
Expected dividend yield 0.0% 0.0% 0.0%
Expected stock price volatility 40.7% 45.3% 46.1%
Risk free interest rate 4.8% 3.5% 2.8%
Expected life of options 5.9 years 6.2 years 6.1 years

Weighted-average fair value per share
of options granted during the petiod $ 17.37 % 1697 § 1230
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The following table reflects stock option activity under the Company’s equity plans for the year ended December 31, 20006:

Weighted Average
Remaining Number Weighred Average
Contractual Life in Years of Shares Exercise Price
Outstanding at January 1, 2006 5.5 2,152,106 $ 1594
Granted 231,760 37.09
Exercised (438,744) 11.68
Forfeited or Expired (44,720) 18.28
Owtstanding at December 31, 2006 5.0 1,900,402 $ 1945
Exercisable at December 31, 2006 4.4 1,165,435 $ 1439

The aggregate intrinsic value (pre-tax) was $36.5 million for the Company’s total outstanding options and was $28.3 million for the Company’s
fully vested and exercisable options based on the closing price of the Company’s Common Stock of $38.66 at the end of 2006. The agpregate
intrinsic value represents the net amount that would have been received by the option holders had they exercised all of their outstanding
options and those which were fully vested on that date.

The following table summarizes the non-vested stock option activity for the year ended December 31, 2006:

Weighted Average
Remaining Number Weighted Average
Contractual Life in Years of Shares Exercise Price

Qutstanding at January 1, 2006 6.4 861,506 $ 19.68

Granted , 231,760 37.09

Vested (338,587) 14.05

Forfeited : (19,712) 30.45
Non-vested options outstanding

at December 31, 2006 5.9 734,967 $ 2747

At December 31, 2006, the Company expects approximately 600,000 shares to vest, with a weighted average remaining contractual life of
5.8 years, weighted average exercise price of $29.59 and aggregate intrinsic value of $5.6 million.

The fair value {pre-tax) of options that vested during the years ended December 31, 2006, 2005, and 2004 were $2.6 million, $5.5 million,
and $3.5 million, respectively. Aggregate intrinsic value of exercised options was $11.8 million, $14.6 million, and $11.3 million for the years
ended December 31, 2006, 2005, and 2004, respectively.




As of December 31, 2006, there was $5.1 million of toral unrecognized compensation cost related 1o non-vested share-based compensation
arrangements granted under the Plan, Thar cost is expected 1o be recognized over a weighted-average period of 1.1 years.

Cash received from the exercise of stock options for the year ended December 31, 2006 was $5.1 million and the actual rax benefit realized
for the tax deductions from option exercises totaled $3.4 million.

The Company realizes a tax deduction upon the exercise of non-qualified stock options and disqualifying dispositiens of incentive stock
options due to the recognition of compensation expense in the calculation of its taxable income. The amount of the compensation recognized
for tax purposes is based on the difference between the marker value of the common stock and the option price at the date the opticns are

exercised. These tax bencefits are credited to additional paid-in capital.

In June 2004, the Company’s Vice Chairman of the Board of Dirzctors resigned his employment with the Company as Executive Chairman.
At the time of resignation, the terms for any unvested stock options were modified to allow for a continuation of vesting so long as the former
employee continues in his capacity as an active member of the Board of Directors. The Company recognized approximately $51,000, $336,000,
and $546,000 in compensation expense in the years 2006, 2005, and 2004, respectively.

There were no modifications made to awards during the years ended December 31, 2006 and 2005.
Restricted Stock Awards
The Company gtants shares of Restricted Stock to employees of the Company on either a no-cost or discounted basis. The fair value of

grants of Restricted Stock is based on the intrinsic value of the shares at the grant date.

The following table summarizes the Restricted Stock activiry for the year ended December 31, 2006:

Number Weighted Average
of Shares Fair Value
Outstanding at January 1, 2006 93,100 $ 21.44
Granted 40,665 23.35
Vested (7,600) 23.60
Forfeited or Expired — —
Outstanding at December 31, 2006 126,165 $21.93

The aggregate intrinsic value for unvested shares of Restricted Steck was $4.9 million based on the closing price of the Company’s
Common Stock of $38.66 at the end of 2006.

As of December 31, 2006, there was $1.3 million of unrecognized compensation cost refated to non-vested Restricted Stock. The cost

is expected to be recognized over a weighted average period of 1.7 years.
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The Company received proceeds of approximately $500,000 and $800,000 related to discounted purchases of Restricted Stock for the years
ended December 31, 2006 and 20035, respectively. No proceeds were received in 2004.

The actual tax benefit realized for the tax deductions from restricted shares thar vested totaled $116,000 and $100,000 for the years ended
December 31, 2006 and 2005, respectively. ‘

In June 2006, the Company granted awards of Restricted Stock Units to members of the Board of Directors. The awards allow for the issuance
of a share of the Company’s Common Stock for each vested unit upon the termination of service as a member of the Board of Directors. The
Company issued approximarely 1,300 units at a weighted average fair value of $34.99 for a total of approximartely $50,000. The units vested
upon issuance and were fully recognized as compensation cost in the second quarter of 2006, The aggregate intrinsic value of these fully vested
awards was approximately $30,000 based on the closing price of the Company’s Common Stock of $38.66 at the end of 2006.

There were no modifications made to awards during the years ended December 31, 2006 and 2005.

Treasury Stock

In 1999, the Board of Directors approved a stock repurchase plan authorizing the Company to repurchase up to 2.5 million shares of the
Company's Common Stock. The Company completed the repurchase of the authorized shares under this plan in 2006. The Board of Directors
approved a new plan authorizing the Company to repurchase an additional 3 million shares of the Company’s Common Stack in June 2006.
The Company repurchased approximately 1.5 million shares at a cost of $34.1 million in 2006, of which 381,000 shares were repurchased
under the 2006 plan. Under the terms of the existing repurchase plan the Company is authorized to purchase up to an additional 2.6 million
shares of its Common Stock as of December 31, 2006. Share repurchases under the stock repurchase program may be made from time to time
in accordance with applicable securities regulations in open market or privately negotiated transactions. The acrual number of shares purchased

and cash used, as well as the timing of purchases and the prices paid, will depend on furure market conditions.



12 1 EARNINGS PER SHARE

The computation of net earnings per share is based on the weighted average number of common shares and common equivalent shares

outstanding during the period.

The following tables present information necessary to calculate eanings per share for the years ended December 31, 2006, 2005 and 2004:

Year Ended December 31, 2006
Income Shares Per Share
(Numerator) {(Denominator) Amount

Basic earnings per share
Income available o
common stockholders
Effect of dilutive stock options
and restricted stock
Diluted earnings per share

{In thousands except per share amounts}

$ 41,723 26,338 $ 1.58
$ 41,723 27,391 $ 1.52

Year Ended December 31, 2005
Income Shares Per Share
(Numerator} (Denominator) Amount

Basic earnings per share
Income available to
common stockholders
Effecr of dilutive stock options
and restricted stock

Diluted earnings per share

(In thousands except per share amounts)

$ 36,701 27,123 $ 1.35
— 1,269 —
$ 36,701 28,392 $ 1.29

Year Ended December 31, 2004
Income Shares Per Share
{Numerator) {Denominator) Amount

Basic earnings per share
Income available to

common stockholders
Effect of dilutive stock options

Diluted earnings per share

{In thousands except per share amounts)

$ 27,328 26,511 $1.03
— 1,335 —
$ 27,328 27,8406 $ 098

The weighted average number of stock options excluded from the above calculation of earnings per share was approximartely 51,300 in
2006, 25,200 in 2005 and 7,200 in 2004, as they were anti-dilutive.
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13 | COMMITMENTS AND CONTINGENCIES

Leases

The Company leases various office equipment, early care and educarion center facilities and office space under non-cancelable operating leases.
Most of the leases expire within ten years and many contain renewal options for various periods. Cerrain leases contain provisions, which
include additional payments based upon revenue petformance, enrollment or the Consumer Price Index at a future dare. Rent expense for
2006, 2005 and 2004 totaled approximately $29.5 million, $23.6 million and $18.9 million, respectively. Furure minimum payments under

non-cancelable operating leases are as follows (in thousands):

Year Ending December 31,

2007 $ 32,859
2008 31,471
2009 29,570
2010 26,666
2011 21,720
Thereafter 102,779
Total future minimum lease payments $ 245,065

Future minimum lease payments include approximately $1.0 million of lease commitments, which are guaranteed by third parties pursuant

to operating agreements for eatly care and education centers.

Letters of Credit

The Company has four letters of credit outstanding used to guarantee certain utility payments for up to $80,000, certain rent payments for
up to $200,000, and certain premiums and deductible reimbursements for up to $486,000, The letters of credit issued reduced the amounts
available for borrowing under the Company’s credit facility by $636,000 at December 31, 2006, as fully described in Note 8. No amounts

have been drawn against any of these letters of credit.

Employment and Non-Compete Agreements
The Company has severance agreements with five executives that provide for up to 24 months of compensation upon the terminarion

of empioyment following a change in control of the Company. The maximum amount payable under these agreements in 2006 was

approximately $4.2 million.

The severance agreements prohibit the above-mentioned employees from competing with the Company or divulging confidential

information for one to two years after their separation from the Company.




Other
The Company is a defendant in certain legal marters in the ordinary course of business. Management believes the resolution of such
legal matters will not have a matetial effect on the Company's financial condition, results of operations or cash flows.

The Company self-insures a portion of its medical insurance plans and has a high deductible workers’ compensation plan. While management
believes that the amounts accrued for these obligations are sufficient, any significant increase in the number of claims and costs associated with

claims made under these plans could have a material adverse effect on the Company's financial position, results of operations or cash flows.

The Company's early care and education centers are subject to numerous federal, state and local regulations and licensing requirements.
Failure of a center to comply with applicable regulations can subject it to governmental sanctions, which could require expenditures by

the Company to bring its early care and education centers into compliance,

14 | EMPLOYEE BENEFIT PLANS

The Company maintains a 401{k} Retirement Savings Plan (the "Plan") for all employees with more than 500 hours of credited service on

a semi-annual basis and who have been with the Company six months or more. The Plan is funded by elective employee contributions of

up t0 50% of their compensation. Under the Plan, the Company matches 25% of employee contributions for each participant up o 8% of
the employee's compensatien after onc year of service. Expense under the Plan, consisting of Company contributions and Plan administrarive
expenses paid by the Company, totaled approximately $2.1 million, $2.0 million and $1.9 million in 2006, 2005 and 2004, respectively.

15 | RELATED PARTY TRANSACTIONS

The Company has an agreement with 5.C. Johnson & Son, Inc. 10 operate and manage an early care and education center. §.C. Johnson &
Son, Inc. is affiliated through common majority ownership with JohnsonDiversey, Inc., the employer of a member of the Company’s Board
of Directors. In return for its services under this agreement, the Company received management fees and operating subsidies of $125,000,
$245,000, and $327,000 in the years ended Decernber 31, 2006, 2005 and 2004, respecrively.
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16 | STATEMENT OF CASH FLOWS SUPPLEMENTAL INFORMATION

The following table presents supplemental disclosure of cash flow information for the years ended December 31, 2006, 2005 and 2004:

2006 2005 2004
(In thousands}

Supplemental cash flow information:

Cash payments of interest ] 768 3 137 $ 155

Cash payments of income taxes $ 24,103 3 23925 $ 19,206
Non cash investing and financing activities:

Issuance of notes payable for acquisition % 3,574 3 — 5 —
Financing of assets purchased $ 807 $ - $ —

In conjunction with the acquisitions, as discussed in Note 2, the fair value of assets acquired are as follows:

2006 2005 2004
{In thousands)

Cash paid, net of cash acquired $ 24,771 $ 54,923 $ 20,987
Liabilities assumed 8,432 22,721 2,692
Fair value of assets acquired $ 33,203 $ 77,644 $ 23,679

In June 2004, the Company entered into service agreements to manage a group of family programs and amended an agreement to manage an
existing child care and education center in exchange for the transfer of land and buildings. The Company recorded fixed assets and deferred
revenue of $9.4 million in connection with the transactions. The deferred revenue will be earned over the terms of the arrangements of 6.5 and
12 years, respectively. The Company recognized revenue of $1.3 million in 2006, $1.3 million in 2005 and $640,000 in 2004, under the terms
of these arrangements. In the event of default under the terms of the contingent notes payable associated with the service agreements, the
Company would be required to tender @ payment equal to the unrecognized portion of the deferred revenue or surrender the applicable

ptoperry. The unrecognized portion of the deferred revenue related to these agréements was $6.2 million at December 31, 2006.



17 | SEGMENT AND GEOGRAPHIC INFORMATION

Bright Horizons offers workplace services comprised mainly of center-based child care, back-up care, elementary educarion, college admissions
counseling services, and consulting services. With the acquisition of College Coach and the college admissions counseling services in the third
quarter of 2006, the Company has two reporting segments, consisting of center-based care and ancillary services. The Company and ies chief
operating decision makers evaluate performance based on revenues and income from operations. Center-based child care, back-up care, and
elementary education have similar operating characteristics and meet the criteria for aggregation under SFAS No. 131, “Disclosures About
Segments of an Enterprise and Related Information”. The Company’s ancillary services consist of college admissions counseling services,
staffing, and consulting services, which do not meet the quantirative thresholds for separate disclosure and are not material for segment

reporting individually or in the aggregate.

The assets and liabilities of the Company are managed centrally and are reported internally in the same manner as the consolidated financial

statements; thus, no additional information is produced or included herein.

Center-based Ancillary Total
Care Services

(In thousands)
Year ended December 31, 2006:

Revenue $ 694,380 $ 3,485 $ 697,865
Amortization 3,194 182 3,376
Income (loss) from operations 71,788 {125) 71,663

Year ended December 31, 2005:

Revenue $ 624,105 $ 1,154 $ 625,259
Amortization 1,916 —_ 1,216
Income {loss) from operations 60,920 (264) 60,656

Year ended December 31, 2004:

Revenue $ 549,480 $ 2283 $ 551,763
Amortization 1,012 -_— 1,012
Income {loss) from operations 46,822 {69) 46,753
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Revenue and long-lived assets by geographic region for the years ended December 31, 2006, 2005, and 2004 are as follows:

2006 2005 2004
{In thousands)

Revenue:

United States $ 631,770 $§ 567,037 $ 505,918
Europe 63,090 56,986 44,789
Canada 3,005 1,236 1,056
Total foreign 66,095 58,222 45,845
Total revenue $ 697,865 $ 625,259 % 551,763
Long-lived assets (property and equipment, net):

United States $ 121,628 $ 105,947 $ 100,800
Europe 15,341 10,011 11,704
Canada 343 504 133
Total foreign 15,684 10,515 11,837
Total long-lived assets $ 137,312 $ 116,462 $ 112,637

The classification “United States” is comprised of the Company’s United States and Puerto Rico operations and the classification

“Europe” includes the Company’s United Kingdom and Ireland operations.




18 | QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly financial data for the years ended December 31, 2006 and 2005 is summarized as follows:

First Second Third Fourch
Quarter Quarter Quarter Quarter
(In thousands except per share data)
2006:
Revenue $ 169,139 $ 175,232 '$ 172,199 § 181,295
Gross profit 32,905 35,292 33,311 36,766
Amortization 610 751 857 1,158
Operating income 17,110 18,706 17,187 18,660
Income before taxes 17,228 18,785 17,030 18,224
Net income 9,990 10,875 9,899 10,959
Basic earnings A
per share $ 0.37 $ 0.41 $ 0.38 $ 0.42
Diluted earnings
per share 5 0.36 $ 040 $ 037 $ 0.41
First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands excepr per share dara)
2005:
Revenue $ 150,758 $ 157,017 $ 154,425 $ 163,059
Gross profic 26,903 28,738 27,843 31,805
Amortization 376 384 442 714
Operating income 13,968 15,591 14,733 16,364
Income before taxes 14,195 15,961 15,289 16,497
Net income 8,359 9,461 9,038 9,843
Basic earnings
pet share $ 0.31 $ 0.35 $ 0.33 3 0.36
Dilured earnings
per share 3 0.30 $ 0.33 $ 0.32 $ 0.35

The Company’s business is subject to seasonal and quarterly fluctuations. Demand for early care and education setvices has historically
decreased during the summer months, at which time families are often on vacation or have alternative early care and education arrangements.
Demand for the Company’s services generally increases in September and October to normal enrollment levels upen the beginning of the new

school year and remains relatively stable throughout the rest of the school year.
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COMMON STOCK AND RELATED MATTERS

Price Range of Common Stock
The Company’s Common Stock is traded on the Nasdaq National Market under the symbol “BFAM”. The table below sets forth the high and
Jow quarterly sales prices per share for the Company’s Common Stock as reported in published financial sources for each quarter during the last

two years:
2006 2005
High Low High Low
First Quarter $ 40.65 $ 33.06 $ 35.85 $ 26.65
Second Quarter $ 40.28 $ 34.68 ¥ 41.60 % 31.50
Third Quarter $ 42.50 $ 31.80 $ 46.72 % 36.32
Fourth Quarter $ 44.98 $ 35.80 $ 42.00 $ 34.38

Performance Chart
The following graph compares the Company's cumulative roral stockholder return on our Common Stock from December 31, 2001 through

December 31, 2006 with the cumulative total return of the Russell 2000 Index and a peer group that we selected in good faith, consisting of
Nobel Learning Communities, Inc., Renaissance Learning, Inc. and The Princeton Review, Inc. (the "Peer Group™).

The graph assumes that $100.00 was invested on December 31, 2001 in our Common Stock and the index and peer group noted above, and
that all dividends, if any, were teinvested. No dividends were declared or paid on our Common Stock during this peried.

Prior to 2006, we had compared our Common Stock performance to a pecr group thar consisted of our company and three other companies
in our industry: Learning Care Group, Inc., New Horizon Kids Quest, Inc. and Nobel Learning Communities, Inc. (the “previous peer
group”). In January of 2006 Learning Care Group, Inc. was taken privare and its common stock was no longer traded. We believe that as a
result of this, the previous peer group comparison is not meaningful as the two remaining companies in the grouping are both chinly traded
and have a marker capiralization substantially less than ours. We have accordingly developed a new peer group thar we believe to be a more
informative comparison. For comparative purposes, based on the performance of the remaining companies in the previous peer group and
calculated under the same methodology 2pplied above, the value of $100.00 invested on December 31, 2001, would have totaled $308.10
on December 31, 2006.



Total Return To Stockholders
(Assumes $100.00 investmenrt on December 31, 2001)

§ 300.00
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|
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$ 200.00
$150.00
$ 100.00
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$ 50.00 ; i RS L
i 1 f I |
12/31/01 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06
Bright Horizons $ 100.00 $ 10046 $ 15005 $ 231.37 3 26474 $ 276.24
Family Solutions
Russell 2000 Small Cap 100.00 78.42 114.00 133.38 137.81 161.24
Peer Group 100.00 62.49 90.16 74.97 75.92 75.37

Stockholders and Dividends

Bright Horizons

Family Solutions

Russell 2000
Small Cap

Peer Group

We had 121 stockholders of record of the Company’s Common Stock at February 26, 2007. This number does not include those stockholders

who hold shares in street name accounts.

The Company has never declared or paid any cash dividends on its Common Stock. The Company currently intends to retain all earnings to

support operations and to finance expansion of its business. Thersfore, we do not anticipate paying any cash dividends on our Common Stock

in the foreseeable future. Any future decision concerning the payment of dividends on the Company’s Common Stock will be at the discretion

of the Board of Directors and will depend upon, among other factors, the Company’s earnings, financial condition, and capital needs at the

time payment is considered.
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EORM 10-K/

INVESTOR CONTACT .

A copy of the Company’s Annual
Report on Form 10-K for the year
ended December 31,.2006 (without
cxhibirs) is available from the
Company at no charge. These requests
and other investor contacts should

be directed to Elizabeth J. Boland,

" Chief Financial Officer, at the -

Company’s principal office.

Principal Office
200 Talcoct Avenue South,
Watertown, Massachusetts 02472

-617.673.8000

Annual Stockholders Meeting

The annual meeting of stockholders
will be held on Tuesday, May 8, 2007,
8:30 a.m, at the Watertown office.

Registrar and Transfer Agent
Wells Fargo Bank, N.A.
Shareowner Services

161 North Concord Exchaﬁgc
South St. Paul, Minnesota’
55075-1139 '

"B00.468.9716

www.wellsfargo.com/com/

shareownerservices

EXECUTIVE OFFICERS AND DIRECTORS

LINDA A. MASON
Chairman

DAVID H. LISSY
Chief Executive Officer
and Director

MARY ANN TOCIO
President

Chief Operating Officer
and Director

ELIZABETH ]. BOLAND
Chief Financial Officer
and Treasurer

STEPHEN L. DREIER
Chief Administrative
Officer and Secretary

ROGER H. BROWN
Vice Chairman ¢ Director
President

Berklee College of Music

JOSHUA BEKENSTEIN
Director

Managing Direcror

Bain Capital, LLC

private investments

JOANNE BRANDES
Director

Executive Vice President,
Chief Administrative Officer,
General Counsel
JohnsonDiversey, Inc.

manufacturing

E. TOWNES DUNCAN
Director

President

Solidus Company

private investments

FRED K. FOULKES
Director

Professor

Boston University School
of Management

human resources management

DAVID GERGEN

Director

Editor-ar-Large

LS. News & World Report
news publishing

GABRIELLE E. GREENE
Direcror

Principal

Rustic Canyon/Fontis Partners

privare investments

MARGUERITE W. KONDRACI
Director

Chief Executive Officer

and President

America’s Promise

youth advocacy

SARA LAWRENCE-LIGHTFOO
Director

Professor of Education

Harvard University

educator

IAN M. ROLLAND

Director

Retired Chairman

Lincoln National Corporation

insurance
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